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}  Docket  No.  3400. 


BRIEF  FOR  THE  CARRIERS. 
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CQ 


This  is  a  hearing  entered  upon  by  the  Commission, 
upon  its  own  initiative  without  complaint,  under  the  pro- 
visions of  Section  15  of  the  Interstate  Commerce  Act,  as 
amended  June  18,  1910,  concerning  the  propriety  of  cer- 
tain  advances  in  class  and  commodity  rates  stated  in 
schedules  filed  by  the  carriers  in  official  classifica- 
tion territory,  and  concerning  the  question  of  suspend- 
ing the  operation  of  such  increased  rates.  These  tariffs 
were  originally  published  to  become  effective  at  vari- 
ous dates  between  July  1st  and  September  1st,  1910. 
but  their  effective  dates  were  postponed  by  the  car- 
'riers,  with  the  consent  of  the  Commission,  until  No- 
vember 1st,  1910,  and  subsequently  until  February  1st, 
1911.      The    estimates  of    the  carriers,  which   were   in- 
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troduced  in  evidence,  showed  that  the  total  amount 
of  increase  in  freight  revenue  which  would  be  pro- 
duced by  the  application  of  the  proposed  rates  to  the 
freight  traffic  of  the  calendar  year  1909  was  approxi- 
mately S27, 000,000.  The  immediate  occasion  for  the  in- 
creases in  freight  rates  proposed  to  be  made  by  the  car- 
riers was  the  large  increase  in  wages  to  which  they  became 
committed,  as  a  result  of  the  various  agreements  with 
employees  made  during  the  early  part  of  the  year  1910. 
These  increases,  in  the  case  of  most  of  the  companies, 
became  effective  immediately  and  generally  speaking 
on  or  about  April  1,  1910.  In  order  that  the  Commis- 
sion might  be  able  to  compare  the  increased  operating 
expense,  due  to  these  increases  in  wages,  with  the  pro- 
posed increases  in  freight  revenue,  upon  the  same  statis- 
tical  basis,  estimates  were  made  applying  the  wage  scale 
of  1910  to  the  number  of  men  employed  and  the  con- 
ditions of  service  obtaining  during  the  calendar  year 
1909.  These  estimates  showed  that  the  increases  in  wages 
on  that  basis  for  the  same  carriers  would  have  been  ap- 
proximately $34,000,000  as  against  approximately  $27,- 
000,000  to  be  secured  through  the  proposed  advances  in 
freight  rates. 

For  reasons  which  are  hereafter  considered,  the  carriers 
are  not  seeking  to  obtain  the  proposed  increases  in  .freight 
revenue  by  increases  in  the  rates  on  all  traffic  carried  by 
them,  the  so-called  classes  and  certain  of  the  commodities 
being  selected  to  bear  the  increase.  The  questions  which 
are  therefore  presented  to  the  Commission  for  considera- 
tion are  two:  (1)  whether  the  carriers  in  official  classifi- 
cation territory  generally  may  justly  add  to  their  revenues 
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through  the  proposed  increases  in  rates,  and  (2)  whether 
the  discretion  of  the  carriers  in  selecting  the  so-called 
classes  and  certain  commodities  to  bear  the  advances  was 
reasonably  exercised. 

The  first  of  these  questions  will  be  dealt  with  on  behalf 
of  a  number  of  the  companies  in  separate  briefs.  Some 
general  observations  are  here  submitted. 

I. 

PROPRIETY  OF  A  GENERAL  ADVANCE. 

It  will  not,  we  assume,  be  questioned  that  operating 
cost  should  be  regarded  as  a  material  factor  in  determin- 
ing the  reasonableness  of  a  schedule  of  rates.  Unques- 
tionably as  a  result  of  the  increase  in  wages  the  cost  to 
the  carriers  of  transporting  their  freight  traffic  has  been 
increased.  The  whole  increase  in  wages  is  an  actual  addi- 
tion to  operating  cost  as  it  was  based  not  on  any  increase 
in  the  efficiency  of  wage  earners,  but  solely  on  the 
increased  cost  of  living. 

Since  the  earnings  expected  to  be  derived  from  the  pro- 
posed increases  in  freight  rates  are,  estimated  upon  the 
basis  described,  approximately  $7,000,000  less  than  the 
aggregate  wage  increase,  it  is  apparent  that  the  addition 
to  operating  cost  amounts  to  $7,000,000  more  than  the 
additional  revenue  to  be  expected  from  the  rates  in  ques- 
tion. 

The  structure  of  rates  throughout  official  classification 
territory  under  which  these  carriers  operated  at  the  time 
these  increases  in  wages  were  made,  was  concededly  not  too 
high.     It  was,  in  the  opinion  of  many  railroad  men,  too 


low.  But,  whether  that  be  true  or  not,  the  free  move- 
ment of  traffic  and  the  increasing  prosperity  of  this  terri- 
tory under  these  rates,  and  the  practically  universal 
acquiescence  of  the  public  in  their  reasonableness,  indi- 
cate clearly  that  the  rates,  from  the  standpoint  of  the 
public,  were  not  too  high. 

In  these  circumstances  the  increase  in  operating  ex- 
penses furnishes  a  prima  facie  justification  for  the  pro- 
posed increase  in  rates,  and  certainly  warrants,  and  indeed 
requires  the  allowance  of  the  advance,  unless  other  condi- 
tions have  been  disclosed  by  the  evidence  which  should 
impel  this  Commission  to  the  conclusion  th'it  the  feature 
of  increased  operating  cost  ought  to  be  disregarded  or 

ignored. 

It  is  urged  by  those  objecting  to  the  proposed  advances 
that  they  are  not  necessary,  because  in  their  opinion 
the  earnings  of  the  companies  concerned  have  been  and 
now  are  sufficiently  great  to  enable  them  to  absorb  the  in- 
creased outlay  on  account  of  wages  to  which  they  are 
now  subject,  without  injustice  to  them.  Considering 
this  objection,  has  it  been  made  to  appear  that  the 
present  basis  of  rates  is  so  remunerative  as  to  justify  the 
Commission  in  treating  as  negligible  the  large  additions 
to  the  operating  outlay  of  the  companies,  resulting  from 
recent  increases  in  operating  expenses? 

In  considering  this  and  any  like  objection  which  is 
rested  upon  the  proposition  that  this  Commission  should 
declare  rates  to  be  unreasonably  high,  not  |because  they 
have  been  shown  to  be  such  in  themselves,  but^jbecause  they 
are  yielding,  due  to  the  volume  and  character  of  traffic 
transported  thereunder,  large  revenues  to  carriers,  it  may 
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not  be  amiss  to  recall  what  was  said  by  one  of  the  great 
Chancellors  of  England  in  dealing  with  an  argument  of 
the  same  character,  in  a  case  in  which  the  question  in- 
volved related  to  the  reasonableness  of  tolls  established 
by  a  certain  Bridge  Company. 

'*It  certainly  appears  to  their  Lordships,"  said  Lord 
Chancellor  Selborne  in  the  case  of  Canada  Southern 
Ry.  Qo.m.  International  Bridge  Co.,  8  App.  Cases, 
731,  ^'that  the  principle  must  be,  when  reasonableness 
comes  in  question,  not  what  profit  it  may  be  reasonable 
for  a  company  to  make,  but  what  it  is  reasonable  to 
charge  to  the  person  who  is  charged.     That  is  the  only 
thing  he  is  concerned  with.     They  do  not  say  that  the 
case  may  not  be  imagined  of  the  results  to  a  company 
being  so  enormously  disproportionate  to  the  money 
laid  out  upon  the  undertaking   as  to  make  that  of 
itself   possibly  some  evidence  that  the  charge  is  un- 
reasonable, with  reference  to  the  person  against  whom 
it  is  charged.     But  that  is  merely  imaginary.     Here 
we  have  got  a  perfectly  reasonable  scale  of  charges 
in  everything  which  is  to  be  regarded  as  material  to 
the  person  against  whom  the  charge  is  made.     One  of 
their  Lordships  asked  Counsel  at  the  bar  to  point  out 
which  of   these   charges  were  unreasonable.     It  was 
not  found  possible  to  do  so.     In  point  of  fact,  every 
one  of  them  seems  to  be,  when  examined  with  refer- 
ence to  the  service   rendered  and  the  benefit  to  the 
person  receiving  that  service,  perfectly  unexception- 
able, according   ro   any   standard  of   reasonableness 
which  can  be  suggested.     That  being  so,  it  seems  to 
their  Lordships  that  it  would  be  a  very  extraordinary 
thing,    indeed,   unless  the  Legislature  had  expressly 
said  so,  to  hold  that   the   person   using   the   bridge 
could  claim  a  right  to  take  the  whole  accounts  of  the 
company,  to  dissect  their  capital  account,  and  to  dis- 
sect their  income  account,  to  allow  this  item  and  dis- 
allow that,  and,  after^  manipulating  the  accounts  in 
their  own  way,  to  ask  a  Court  to  say  that  the  persons 
who  have  projected  such  an  undertaking  as  this,  who 
have  encountered  all  the  original  risks  of  executing 
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it,  who  are  still  subject  to  the  risks  which  from  nat- 
ural and  other  causes  every  such  undertaking  is  sub- 
ject to,  and  who  may  possibly,  as  in  the  case  alluded 
to  by  the  learned  Judge  in  the  Court  below,  the  case 
of  the  Tay  Bridge,  have  the  whole  thing  swept  away 
in  a  moment,  are  to  be  regarded  as  making  unreason- 
able charges,  not  because  it  is  otherwise  than  fair  for 
the  railway  company  using  the  bridge  to  pay  those 
charges,  but  because  the  bridge  company  gets  a 
dividend  which  is  alleged  to  amount,  at  the  utmost, 
to  15  percent.  Their  Lordships  can  hardly  char- 
acterize that  argument  as  anything  less  than  prepos- 
terous.'' 

Present  Returns  to  Investors  Not  Excessive. 

Certainly,  in  the  present  proceeding,  no  one  has  even 
attempted  to  show  that  the  rates  which  are  now  sought  to 
be  advanced  have  been  in  any  respect  unreasonable,  and 
what  was  said  by  Lord  Selborne  in  the  case  just  alluded 
to  has  accordingly  a  very  direct  application  to  the  present 
case.  But  waiving  this  consideration,  what  basis  exists 
for  any  contention  that  the  present  rates  are  yielding  the 
carriers  net  revenues  so  large  that  a  reduction  of 
$34,000,000  can  be  made  in  those  revenues  without  in- 
justice to  the  carriers  or  their  stockholders? 

So  far  as  the  position  of  the  objectors  to  the  advances 
has  been  indicated  by  what  has  already  transpired  before 
this  Commission,  it  would  seem  that  their  argument  upon 
this  point  will  be  rested  solely  upon  the  proposition  that 
the  companies  have  been  receiving  $34,000,000  a  year  or 
more  in  excess  of  an  amount  which  should  be  regarded  as 
fair  and  proper. 

The  companies  whose  rates  are  now  under  consideration 
are,  as  a  whole,  embraced  in  Groups  1,  2  and  3  of  the  terri- 
torial division  adopted  by  this  Commission  in  the  prepara- 
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tion  and  promulgation  of  the  statistics  which  it  prepares 
and  publishes  each  year.  The  statistics  of  the  last  year 
available,  viz.,  that  ending  June  30,  1908,  show  that  on 
that  date,  in  round  numbers,  the  total  funded  debt  of  the 
companies  embraced  in  these  three  groups  amounted  to 
$3,600,000,000  and  the  capital  stock  to  $2,800,000,000. 

The  interest  on  the  funded  debt  amounted  to  $142,000,- 
000,  a  little  less  than  4^  on  the  amount  of  the  debt,  and 
the  dividends  paid  in  the  year  in  question  out  of  the  in- 
come of  the  year  amounted  to  $114,000,000,  or  a  little 
more  than  4%  on  the  amount  of  the  capital  stock. 

Certainly  these  figures  do  not  tend  in  the  remotest  de- 
gree to  justify  the  claim  that  these  companies  derived 
earnings  during  the  year  in  question  which  were  excessive 
considered  with  reference  to  the  return  which  they  enabled 
the  companies  to  make  to  the  holders  of  their  bonds  and 
stock. 

And  in  this  connection  it  may  not  be  amiss  to  direct  the 
attention  of  the  commission  to  the  fact  that  $31,000,000, 
the  amount  of  the  wage  increase,  based  upon  the  figures 
of  1909,  is  more  than  30^  of  the  total  sum  paid  as  above 
in  dividends. 

Necessity  for  Surplus. 

But  it  will  be  urged  that  the  payments  which  the  rail- 
road companies  have  made  to  their  bondholders  and  to 
their  stockholders  have  not  absorbed  all  their  net  earn- 
ings, but  that  a  surplus  has  remained,  and  it  will  doubt- 
less be  claimed  that  this  surplus  has  been  large  enough 
to  permit  a  drain  of  $34,000,000,  without  any  excessive 
impairment  of  the  companies'  earnings.  It  is,  of  course, 
true  that  the  companies,  as  a  whole,  have  not  distributed 
all  of  their  earnings  among  their  stockholders,  and  that 
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they  have  had  left  after  payment  of  the  moderate  divi- 
dends which  the  stockholders  have  received,  a  surplus, 
but  that  this  surplus  should  not  be  reduced  or  depleted 
in  the  manner  proposed  is  a  conclusion  or  proposition  to 
which  we  trust  this  Commission  will  give  its  adherence. 
.  The  surplus  earnings  which  have  remained  over  and 
above  the  payment  of  dividends  have  been  used  by  the 
companies  in  improving  their  properties.     They  have  also 
constituted  a  basis  of  credit  which  has  enabled  the  com- 
panies to  secure  from  investors  the  large  amounts  of  capi- 
tal which  have  been  expended  in  the  improvement  and 
extension  of  their  facilities  to  meet  the  demands  of  the 
public  who  are  to-day  insisting  upon  a  service  of  a  better 
and  more  expensive  character  than  they  have  been  content 

with  in  the  past. 

The  extent  to  which  it  has  been  found  necessary  to  pro- 
cure funds  through  increased  capitalization  for  improve- 
ments and  additions  is  sufficiently  indicated  by  the  increase 
in  capitalization  during  the  five  years  between  June  30, 
1908,  and  June  30,   1908,  of  the  companies  embraced  in 
Groups  1,  2  and  3  of  the  Commission's  Territorial  Di- 
vision.    This  increase  amounted  to  $1,600,000,000.     That 
notwithstanding  this  large  increase,  the  improvement  and 
development  of  the  railroads  failed  to   keep   pace  with 
the  transportation   demands  upon  them   was  shown  by 
their  inability  to  handle  in  the  year  1907  the  volume  of 
traffic  then   offering.     As  a  consequence  the  companies 
have  since  been  and  are  now  confronted  with  the  necessity 
of  continuing  to  make  expenditures  of  the  same  character 
not  merely  to  keep  pace  with  the  present  and  future  growth 
of  the  country,  but  to  make  up  for  inadequate  expendi- 


ilr. 


i 


9 

tures  in  the  past.  As  a  further  consequence  it  is  almost 
inevitable  that  their  future  expenditures  will  largely  ex- 
ceed those  of  the  past.  Under  these  circumstances  it  is 
submitted  that  it  is  not  wise  nor  expedient  having  regard 
to  the  interest,  not  merely  of  the  companies  or  of  their 
stockholders,  but  of  the  public,  of  which  the  shippers 
form  a  part,  that  the  revenues  of  the  companies  available 
for  use  in  connection  with  improvements  and  additions 
should  be  largely  curtailed,  and  that  their  ability  to 
make  these  improvements  and  additions  should  be  to  any 
extent  whatever  impaired  by  a  reduction  in  rates — for  to 
keep  rates  stationary  while  operating  cost  advances  is 
tantamount  to  a  reduction  in  rates. 

The  reduction  or  curtailment  of  these  surplus  earn- 
ings would  have  a  still  more  serious  effect  than  the  mere 
loss  of  so  many  millions  of  dollars.  As  will  of  course  be 
conceded  the  companies  will  have  to  secure  much  the 
greater  part  of  the  amount  required  for  future  improve- 
ments to  their  properties,  and  for  the  increase  of  their 
'  facilities, through  sales  of  bonds  or  increases  of  their  stock. 

But  to  secure  the  requisite  amounts  in  this  manner, 
investors  will  have  to  be  satisfied  that  the  companies  will 
be  able  to  make  a  reasonable  return  in  the  shape  of  in- 
terest or  dividends  upon  the  amounts  which  they  will 
thus  seek  to  secure.  It  is  wholly  unreasonable  to  expect 
that  investors  be  willing  to  loan  to  companies,  much 
less  invest  large  sums  in  their  capital  stock,  if  the  com- 
panies seeking  to  secure  the  money  ^re  not  showing  a 
surplus  over  the  interest  and  dividends  on  their  existing 
bonds  and  stock  and  over  those  expenditures  which  it  is 
reasonable  to  expect  railroad  companies  to  take  care  of 
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out  of  tlieir  income.     Moreover  this  surplus  must  be  suf- 
ficiently large  to  assure  investors  that  the  companies  can 
take  care  of  the  additional  charges— either  interest  or 
dividend— to  which  they  will  become  subject.     The  pub- 
lic policy  of  this  country  in  these  latter  days  is  clearly 
opposed,  if  we  are  to  be  governed  by  the  legislation  which 
has  been  enacted,  to  the  issue  of  securities  at  any  con- 
siderable discount,  and  if  this  is  to  be  the  controlling  rule 
in  the  future,  it  is  apparent  that  to  enable  securities  to  be 
sold  on  such  a  basis,  the  rates  of  the  railroad  companies 
must  be  such  as  to  enable  them  to  show  a  very  considerable 
earning  power  in  excess  of  their  absolute  requirements. 

The  public  interesj;  will,  we  submit,  be  subserved  by  a 
rate  adjustment  which  will  furnish  this  margin  of  safety, 
thus  enabling  the  railroad  companies  to  so  maintain  and 
strengthen  their  credit  as  to  enable  them  to  secure 
additional  capital  on  favorable  terms,  and  at  the  same 
time  to  improve  their  properties  by  the  expenditure  of 
surplus  earnings  thereon. 

This  has  been  done  in  the  past  and  the  shippers  of  to- 
day are  reaping  the  benefit,  for  if  all  expenditures  of  the 
railroad  companies  in  the  past  had  been  capitalized,  the 
rates  of  to-day  would  necessarily  be  on  a  materially 
higher  plane.  Is  there  anything  unfair  to  these  shippers 
in  a  continuance  of  this  policy? 

It  would  be  most  unwise  to  close  our  eyes  to  the  effect 
of  any  decision  of  this  Commission  which  should  pre- 
scribe as  the  governing  rule  that  rates  of  railroad  com- 
panies must  be  regarded  as  excessive  if  the  effect  of  these 
rates  is  to  secure  for  the  companies  earnings  in  excess  of 
the  amounts  required  for  the  ordinary  operating  expenses 
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of  their  roads,  the  payment  of  interest  and  of   moderate 
or  even  fair  dividends.     If  the  companies  which  are  to- 
day regarded  as  among  the  strongest   should   have  their 
earnings   reduced  to  a  figure  which  would   yield  their 
stockholders  6  or   even   7%,  but  would  leave  no  surplus, 
and  it  was  clearly  understood  by  investors  that  if,  as   a 
result  of  the  growth  of  the  company's  business  a  consid- 
erable surplus  was  shown,  this  would  be  regarded  as  evi- 
dence  of  excessive  rates,  and  there   would   follow  an  en- 
forced reduction  of  rates,  either  directly  or   through  the 
imposition  of  greater   burdens   of   operating  cost,  is   it 
conceivable  that  new  capital  could  be  secured  on  anything 
like  reasonable  terms?     Further,  it  must  be  remembered 
that   the  relation   of   rates    in  the  territory  between  the 
Atlantic  seaboard  and  the  Mississippi  River,  and  the  com- 
petitive relations  as  between    shippers    and  carriers   are 
such  that  the    same   rates   must  be  maintained   via  all 
routes,  between  all  important  points.     A  system  of  rates 
which  would  reduce  earnings  of  the  stronger  lines  to  6^  or 
.^7%  per  annum,  with  ho  surplus  for  proper  corporate  pur- 
poses, would  throw  into   insolvency    all    carriers  except 
those  having  the  most  favorable  location,  and  operating 
under  circumstances  of  the  greatest  advantage. 

The  executive  officers  of  several  of  the  companies  have 
testified  in  this  proceeding  that,  in  their  judgment,  sub- 
stantial surplus  earnings  are  necessary  in  order  to  main- 
tain the  credit  of  their  companies  and  thus  enable  them  to 
secure  the  additional  funds  which  they  must  obtain  in  the 
future  if  the  country's  transportation  needs  are  to  be  met 
and  served  by  them.  What  is  there  that  should  induce 
this  Commission  to  question  or  to  dissent  from  the  conclu- 
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sion  expressed  by  these  officers  as  to  the  paramount  im- 
portance to  the  credit  of  their  companies  of  surplus  earn- 
ings well  in  excess  of  dividend  requirements?  No  witness 
who  has  been  called  has  ventured  to  express  a  contrary 
view,  and  it  would  be,  we  fear,  disastrous  if  the  judg- 
ment of  these  executive  officers,  supported  as  it  is  by 
reasons  which,  we  submit,  must  appeal  to  all,  were  disre- 
garded and  a  policy  inaugurated  different  from  that  which 
has  been  pursued  in  the  past  upon  the  chance  that  it 
will  do  no  harm.  This  chance  is  too  great  a  one  to  take 
in  view  of  the  unfortunate  result  that  would  follow  if  it 
should  turn  out  that  the  judgment  of  these  executive 
officers  was  well  founded. 

No  Assurance   of    Surplus    Without    Advance    in 

Rates. 

But  it  will  probably  be  urged  that  the  gross  earnings 
of  the  companies  will  increase  to  such  an  extent  in  the 
future  as  to  take  care  of  any  increased  operating  cost  and 
capital  charges,  and  to  provide  an  adequate  surplus. 
Doubtless  there  will  be  increases  in  the  gross  earnings  of 
the  companies  in  the  years  to  come.  How  considerable 
these  increases  will  be  and  how  great  will  be  the  net  earn- 
ings that  will  be  derived  therefrom  cannot  be  forecast  with 
certainty. 

But  if  we  are  to  base  our  estimates  upon  the  results  of 
the  operations  of  the  railroad  companies  as  a  whole  in  the 
last  six  months  the  statistics  of  which  are  available — 
and  we  certainly  have  no  surer  guide  for  the  future  than 
these^t  is  very  problematical,  to  say  the  least,  whethei 
any  appreciable  increase  of  net  earnings  will  be  derived 
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from   increases  in  gross  earnings,  no  matter  how  large 
these  may  be. 

That  we  are  justified  in  this  statement,  we  think  it  must 
be  conceded,  when  the  results  of  the  operations  of  the 
months  to  which  we  have  referred  are  considered. 

These  results  are  set  forth  in  the  twenty -fourth  annual 
report  of  this  Commission,  which  contains  summaries  of 
the  monthly  reports  of  the  railroad  companies  of  the 
country  for  the  years  ending  June  30,  1909,  and  June  30, 
1910,  and  of  the  first  three  months  of  the  years  ending 
June  30,  1910,  and  June  30,  1911. 

It  appears  from  these  summaries  that  in  the  nine  months 
preceding  April  1,  1910,  the  gross  operating  revenues  of 
the  companies  amounted  to  $2,088,288,000,  which  was  an 
increase  over  the  corresponding  months  of  1909,  of  $252,- 
000,000,  while  in  the  six  months  following  April  1,  1910, 
the  gross  operating  revenues  amounted  to  $1,444,112,000, 
an  increase  over  the  six  months  following  April  1,  1909, 
of  $131,000,000. 

In  the  earlier  period,  as  shown  by  these  summaries,  the 
net  operating  income  of  the  companies  increased  $90,000,- 
000,  equal  to  SQ%  of  the  increase  in  gross  revenue,  while 
in  the  later  period,  notwithstanding  an  increase  in  gross 
revenue  of  $131,000,000,  the  net  operating  income  de- 
creased $6,000,000. 

If,  as  thus  appears,  an  increase  in  gross  operating  reve- 
nues of  $131,000,000  was  accompanied  with  a  loss  in  the 
net  income  of  $6^000,000,  who  can  say  whether  a  further 
increase  of  $100,000,000  in  gross  income  would  have 
resulted  in  an  increase  in  net  income,  or  in  a  still  further 
decrease,  and  if  this  be  true  is  it  safe,  or  indeed  permissi- 
ble, in  dealing  with  the  rates  of  these  companies  to  disre- 
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gard  the  actual  results  of  operations  for  six  months  under 
the  present  conditions,  and  in  fixing  the  rates  to  do  so 
upon  the  theory  that  perhaps  further  increases  in  gross 
revenue  will  be  secured  in  the  future,  and  perhaps— if 
this  should  prove  to  be  the  case— there  will  be  increases 
in  net  income? 

But  the  slirinkage  of  $6,000,000  in  net  income  in  the 
six  months  following  April  1,  1910,  does  not  tell  the 
whole  story.  We  have  not  the  figures  available  which 
will  show  the  increases  in  capitalization,  and  consequent 
increases  in  capital  charges  which  came  about  in  the  year 
preceding  these  six  months.  Certain  it  is,  however,  that 
an  increase  of  $131,000,000  in  gross  earnings  was  not  se- 
cured without  material  additions  to  the  capital  account, 
and  to  the  extent  to  which  the  companies'  capital  charges 
were  increased  in  this  year,  to  that  extent  are  the  results 
for  the  six  months  more  disadvantageous  to  them. 

We  do  know  that  in  the  year  ending  June  30,  1909, 
the  capitalization  of  the  railroad  companies  of  the  country 
increased  to  the  extent  of  about  $700,000,000,  and  if  a 
similar  increase  occurred  in  the  year  ending  June  30,  1910, 
it  can  readily  be  seen  how  serious  has  been  the  effect 
upon  the  railroad  companies  of  the  higher  operating  cost 
to  which  they  are  now  subject. 

II. 

PROPRIETY  OP  INCIDENCE  OP  PROPOSED 

ADVANCE. 

The  next  question  to  be  considered  is  whether  the  discre- 
tion of  the  carriers  in  selecting  the  so-called  classes  and 
certain  commodities  to  bear  the  advances  was  reasonably 
exercised. 
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The  principal  sources  of  the  revenues  of  the  carriers  are 
freight,  passenger,  mail  and  express  traflic.  No  attempt 
has  been  made  to  increase  passenger  rates  except  in 
the  case  of  the  commutation  rates  between  New  York 
City  and  suburban  points,  and  certain  local  rates  in  New 
England.  The  commutation  rates  are  under  separate  in- 
vestigation by  this  Commission,  and  the  State  Commis- 
sions of  New  York  and  New  Jersey.  The  reason,  gener- 
ally speaking,  for  not  proposing  increases  in  passenger 
rates  is  that  as  a  result  of  well-known  conditions  affecting 
passenger  traffic,  the  railroads  are  practically  limited  to 
fixed  rates  per  mile,  irrespective  of  the  cost  of  service. 

The  rates  upon  mail  traffic  constituting  an  important 
source  of  revenue  to  some  of  the  carriers  are  fixed  by  the 
Government  and  cannot  be  increased  except  by  changes  in 
statutes  or  departmental  regulations. 

Express  rates  are,  as  is  thoroughly  understood,  pub- 
lished by  the  express  companies  and  the  earnings  of  the 
railroads  result  from  contracts  with  the  express  companies 
for  the  carriage  of  their  traffic. 

The  carriers  were  therefore  practically  restricted  to 
freight  traffic  as  the  means  of  securing  increased  revenue, 
and  in  dealing  with  that  traffic  they  were  confronted  by  the 
fact  that  in  the  case  of  some  very  important  commodities 
involving  large  tonnage,  rates  had  in  recent  years  been 
increased  concurrently  with  increased  cost  of  operation. 
In  other  instances  competitive  conditions  as  between  car- 
riers or  as  between  localities  made  increases  impracticable. 
Where  these  conditions  did  not  obtain,  increases  were  pro- 
posed. The  carriers  have  proposed  advances  in  rates  upon 
many  thousand  articles  of  commerce  which  have  not  here- 
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tofore  borne  advances  concurrently  with  increases  in  the 
cost  of  operation ;  articles  which  in  the  opinion  of  the 
traffic  officials  of  the  carriers  could  sustain  the  advances 
without  restricting  the  free  movement  of  these  articles  in 
the  commerce  of  the  country. 

These  many  thousand  articles  of  commerce  fall  prin- 
cii)ally  within  the  six  classes  of  the  official  classification, 
although  a  large  percentage  of  the  articles  carrying  com- 
modity rates  have  also  been  advanced.  A  brief  survey 
of  the  history  and  general  structure  of  tlie  official 
classification  will  establish  the  proposition  that  the  arti- 
cles governed  by  the  so-called  class  rates  have  not 
heretofore  borne  their  fair  share  of  increased  operating 
cost.  And  a  similar  survey  of  commodity  rates  shows 
either,  (a)  that  they  have  not  heretofore  borne  advances 
concurrently  with  the  increased  cost  of  operation  and  are 
therefore  proposed  to  be  increased ;  or  (b)  that  they  have 
been  advanced  in  previous  years  concurrently  with  in- 
creases in  cost  of  operation  and  therefore  ought  not  to  be 
advanced  now,  or  (c)  that  competitive  conditions  as  be- 
tween carriers  or  localities  prevent  advances. 

The  Official  Classification. 

Prior  to  the  enactment  of  the  Interstate  Commerce  Act 
in  1887,  there  were  numerous  classifications  of  freight 
applying  upon  articles  transported  in  the  territory  now 
known  as  official  classification  territory,  comprising  the 
territory  which,  broadly  speaking,  lies  between  the 
Atlantic  seaboard  and  the  Mississippi  River  north  of  the 
Potomac  and  Ohio  Rivers.  Various  provisions  of  the 
Interstate  Commerce  Act,  and  particularly  the  long  and 
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short  haul  provision  of  section  4,  made  it  necessary  that 
there  should  be  a  uniform  classification  in  the  territory 
above  described,  and  in  that  year  the  present  classifica- 
tion was  adopted.  Articles  of  commerce  carried  under 
then  existing  classifications  were  divided  into  six  classes, 
and  distributed  to  the  different  classes  according  to  the 
well-known  principles  of  classification,  among  which  the 
most  important  are,  the  value  of  the  article,  its  weight, 
bulk,  liability  to  loss  and  damage  and  the  commercial 
conditions  attending  its  transportation. 

Theoretically  the  official  classification  at  that  time,  and 
ever  since,  has  provided  ratings  upon  all  articles  of  com- 
merce with  a  few  exceptions,  among  which  the  most  im- 
portant are  coal,  coke,  iron  ore,  live  stock  and  fresh  milk 
and  cream ;  but  at  that  time,  or  since,  a  considerable 
number  of  articles,  approximately  two  hundred  in  the 
west-bound  commodity  tariffs,  have  been  provided  with 
special  ratings  known  as  commodity  ratings. 

^The  total  number  of  ratings  in  the  official  classification 
at  the  present  time  is  approximately  ten  thousand,  of 
which  approximately  six  thousand  are  less-than-carload 
ratings.  Upwards  of  70^  of  the  articles  which  have  less- 
than  carload  ratings  also  have  carload  ratings,  so  that 
there  is  to  that  extent  a  duplication  of  articles  of  com- 
merce. On  the  other  hand  many  of  the  ratings  are 
generic  in  character  and  cover  a  number  of  distinct 
articles  of  commerce,  so  that  there  are  doubtless  more 
than  ten  thousand  different  articles  of  commerce  which 
fall  within  some  one  of  the  six  classes  of  the 
official  classification.  The  official  classification  has 
always     broadly     distinguished     between    carload    and 
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less- than -carload  ratings,  because  of  the  more  valu- 
able and  expensive  service  performed  upon  the  less- 
than-carload  business.  Carload  freight  is  loaded  by  the 
shipper  and  unloaded  by  the  consignee  from  public  team 
tracks  and  private  sidings,  while  less-than-carload  freight 
is  loaded  and  unloaded  by  the  railroad  company  through 
freight  stations  and  terminals,  often  very  expensive  and 
involving  the  maintenance  of  large  station  forces.  The 
lirst  three  classes  are  broadly  distinguished  for  the  num- 
ber of  less-than-carload  ratings,  there  being  in  those  three 
classes,  and  rules  25  and  26,  which  are  percentage  appli- 
cations of  those  classes,  about  forty-five  hundred  of  the  six 
thousand  less-than-carload  ratings  in  the  official  classifi- 
cation ;  while  in  those  same  classes  there  are  approxi- 
mately seven  hundred  carload  ratings  as  compared  with 
more  than  four  thousand  carload  ratings  in  the  entire 
classification. 

Changes   in   Classification   have    resulted   in    a 

KEDUCTION   IN   RaTES. 

While  the  general  structure  of  the  official  classification 
and  the  rates  applying  to  the  particular  classes  have 
remained  unchanged  since  1887,  there  have  been  some 
changes  in  classification  effected  by  transferring  articles 
from  one  class  to  another,  which  have  affected  the  trans- 
portation rates.  Generally  speaking,  the  tendency  of 
these  changes  in  classification  has  been  downward.  Only 
in  one  instance  has  there  been  a  systematic  effort  on  the 
part  of  the  carriers  to  increase  revenues  through  increases 
in  classification.     That  occurred  in  1900.     At  that  time 
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the  carriers  through  the  publication  of  official  classifica- 
tion No.  20  made  eflfective  the  following  increases : 


NO.  OF  RATINGS 

FROM 

TO 

PER  CENT.  INCREASE 

ADVANCED. 

CLASS 

CLASS 

ON  BASIS 
N.  Y.  TO  CHICAGO  RATES 

294 

4th 

3rd 

42.8 

166 

3rd 

2nd 

30 

66 

6th 

5th 

20 

1 

2iTl 

3  TI 

20 

24 

2nd 

Ist 

15.3 

15 

5th 

4th 

16.6 

4 

Ist 

n  Tl 

50 

5 

1st 

Dl 

100 

1 

Dl 

H  Tl 

25 

8 

HTl 

Dl 

33.3 

1 

4th 

2nd 

85.7 

8 

3rd 

Ist 

50 

Total  number  of  ratings  advanced,  583. 

It  may  be  observed  that  the  statement  above  of  the 
number  of  ratings  changed  in  this  classification,  583, 
differs  from  the  analysis  made  by  the  Interstate  Com- 
merce Commission  in  its  annual  report  for  the  year  1900, 
which  shows  818  advances.  The  figures  here  given  are 
the  result  of  a  careful  analysis  of  official  classification 
No.  20,  made  under  the  direction  of  counsel,  and  are  sub- 
mitted to  the  Commission  in  the  belief  that  they  are  accu- 
rate. In  describing  the  ratings  which  were  advanced 
in  official  classification  No.  20,  there  were  481  specifica- 
tions used  to  classify  under  separate  headings  221  ratings. 
It  follows  that  there  were  260  duplications  in  the  enumer- 
ation of  the  ratings  which  were  advanced.  It  is  believed 
that  a  large  number  of  these  duplications  must  have  been 
overlooked  in  the  calculation  prepared  under  the  direction 
of  the  Commission. 
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In  computing  this  average  percentage  of  increase  result- 
ing from  changes  in  classification,  due  weight  was  given 
to  the  number  of  items  subjected  to  the  various  advances, 
but  the  variation  in  the  tonnage  moving  under,  and  the 
revenue  derived  from  the  various  classes  was  ignoie-l. 
While  it  was  necessarily  ignored  because  of  the  absence 
of  data,  from  which  its  extent  could  be  obtained,  it  is 
nevertheless  an  important  factor  which  must  be  kuown 
before  such  average  is  made  a  basis  for  any  conclusion. 

As  the  result  of  an  investigation  conducted  by  the  Com- 
mission, a  supplement  to  official  classification  No.  20,  of 
January  1st,  1900,  was  made  eflEective  on  March  10,  1900. 
Important  reductions  were  made  in  this  supplement.     Of 
the  294   ratings  which  had  been  advanced  from  fourth 
class  to  third  class,  293  were  reduced  to  20^  less  than 
third  class.     The  effect  of  this  reduction  was  to  reduce 
the  increase  on  these  articles  on  the  basis  of  the  New 
York-Chicago  scale  from  42.8^  to  14.3^.     The  increase 
amounted  to  5c.  per  100   lbs.    between  New   York  and 
Chicago.     This  increase  as  applied  to  intermediate  rales 
was  lessened  as  distance  decreased,  until  by  the  operation 
of  the  rule  providing  for  a  20^  reduction  from  third-class, 
no  increase  resulted  in  rates  for  short  distances. 

The  166  articles  which  were  advanced  on  January  1st, 
1900,  from  third  to  second  class,  an  increase  of  30%,  were 
reduced  on  March  10, 1900,  to  15%  less  than  second  class, 
making  the  net  increase  over  the  rates  in  effect  prior  to 
January  1,  1900,  10^.  On  the  New  York-Chicago  basis 
the  increase  was  5c.  per  100  lbs.  This  increase  as  applied 
to  intermediate  rates  was  lessened  as  distance  decreased, 
until  by  the  operation  of  the  rule  providing  for  a  15;? 
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reduction  from  second  class,  no  increase  resulted  in  rates 
for  short  distances. 

The  increases  in  the  rates  as  they  were  finally  made 
effective  on  March  10,  1900,  and  the  percentages  on  the 
New  York-Chieago  scale  were  as  follows : 


NET  P.  C.  IN- 

CREASE ON  BASIS 

NO.  OF  RATINGS 

FROM 

'             TO 

N.  Y.  to  CHICAGO 

CHANGED. 

CLASS 

CLASS 

RATES. 

1 

4th 

3rd 

42.8 

293 

4th 

20  ^  less 

w 

than  3rd 

14.3 

168 

3rd 

15  ^ less 

* 

than  2nd 

10 

66 

6th 

5th 

20 

1 

2iTl 

3T1 

20 

24 

2nd 

1st 

15.3 

15 

5th 

4th 

16.6 

4 

1st 

HTl 

50 

6 

1st 

Dl 

100 

1 

Dl 

2^T1 

25 

8 

liTl 

Dl 

33.3 

1 

4th 

2nd 

85.7 

3 

3rd 

1st 

50 

Bearing  in  mind  the  inaccuracy  of  any  average  per- 
centage of  increase  computed  according  to  the  method 
used  in  the  statement  prepared  for  the  Commission,  and 
making  use  of  it  here  only  for  purposes  of  comparison,  it 
may  be  noted  that  instead  of  being  21.2^,  as  estimated  by 
the  Commission,  it  is  only  1^.2%, 

In  this  connection  it  has  been  pointed  out  that  by 
virtue  of  the  operation  of  the  percentage  rules  established 
in  the  reduction  from  second  and  third  classes,  in 
many  instances  no  increases  in  rates  were  made  for  short 
distances,  the  effect  of  which  was  to  reduce  as  a  general 
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proposition  any  percentage  based  upon  the  New  York- 

Chicago  scale.  ,  ,  ,  qaq 

A  careful  analysis  of  the  official  classifications  of     898 
and  1908  was  made  by  Mr.  C.  C.  McCain,  Chairman  of  the 
Trnnk  Line  Association,  and  its  results  are  found  in  h.s 
pamphlet  entitled  "Diminished  Purchasing  Power  of  Rail- 
way Earnings,"  introduced  as  an  exhibit  in  connection  with 
his  testimony.     Mr.  McCain  shows  that  between  1898  and 
1908  (which  period,  it  will  be  noted,  includes  the  advances 
made  in  1900)  there  were  638  advances  and  496  reductions 
in  the  classification  of  articles  carried  in  less-than-carload 
quantities.     Assuming    the    shipment    of    one  hundred 
pounds  of    each    of  these   articles   from  New  York  to 
Chicago,  the  296  reductions   produced  reductions  in  rev- 
enue of  $71.35,  while  the  638  advances  produced  increases 

in  revenue  of  $69.97.  . 

IB  the  carload  ratings  there  were  in  the  same  period 
580  reductions  and  259  advances.  Assuming  the  ship- 
„.ent  of  one  hundred  pounds  of  articles  covered  by  each 
of  the  ratings  which  were  reduced,  they  produced  reduc- 
tions  in  revenue  of  $V29.T2h  while  the  advances  produced 
increases  in  revenue  of  $27.05. 

It  appears  from  tbese  iigures  that  during  the  period 
between  1898  and  1908  the  fluctuations  in  the  less-than- 
carload  ratings  have  substantially  cancelled  each  other, 
there  being  a  slight  downward  tendency,  while  on  the 
other  hand  there  was  a  very  large  reduction  in  the  carload 

""^nf  McCain's  comparisons  of  the  classifications  of  1888 
and  1908  show  still  greater  reductions  through  changes 
in  classifications.     There  were  626  increases  in  less-tban- 
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carload  ratings,  upon  which  the  increase  in  the  aggregate 
charge  for  one  hundred  pounds  of  each  of  all  the  commod- 
ities increased  if  shipped  from  New  York  to  Chicago  was 
$89.00;  there  were  387  reductions  in  less-than-carload 
ratings,  upon  which  the  decrease  in  the  aggregate  charge 
for  one  hundred  pounds  of  each  of  all  articles  decreased 
if  shipped  from  New  York  to  Chicago,  was  $105.90;  the 
net  decrease  being  $26.90. 

The  number  of  carload  ratings  increased  from  1888  to 
1908  was  228  upon  which  the  increase  in  the  aggregate 
charge  for  one  hundred  pounds  of  each  of  all  articles  in- 
creased if  shipped  from  New  York  to  Chicago  was  $25.65. 
The  number  of  carload  ratings  decreased  in  the  same 
period  was  684,  upon  which  the  decrease  in  the  aggregate 
charge  for  one  hundred  pounds  of  each  of  all  articles 
decreased  if  shipped  from  New  York  to  Chicago  was 
$205,024.  ' 

The  deduction  from  the  history  of  the  classification  dur- 
ing the  period  of  23  years  is  that  there  has  been  a  general 
downward  tendency  in  both  carload  and  less-than-carload 
ratings,  which  was  only  partially  arrested  by  advances 
made  by  the  carriers  in  1900,  while  the  six  classes  in  the 
official  classification  have  carried  the  same  rates  since 
1887.  Changes  in  classification  have  resulted  in  reduc- 
tions in  rates  as  compared  with  the  classification  and 
ratings  as  they  were  established  in  1887. 

Tariffs  only  proper  basis  for    study  of   rate  his- 
tory. 

It  may  be  said  that  the  tables  prepared  by  Mr.  McCain 
deal  with  published  rates,  and  do  not  reflect  rates  actual- 
ly paid  because  of  the  allowance  of  rebates.     This  is  cer- 
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tainly  true  to  some  extent  prior  to  the  enactment  of  the 
Elkins  Act  in  1903,  but  it  is  impossible  to  ascertain  the 
extent  to  which  the  nominal  rates  exceeded  the  rates 
actually  paid.  It  appears  in  the  testimony  of  the  rep- 
resentatives of  the  shippers  that  large  shippers  received 
rebates  as  high  as  40^  upon  the  traffic  carried  under  the 
higher  class  rates,  and  it  was  suggested  that  these  rebates 
were  graduated  down  to  the  smaller  shippers  according 
to  the  volume  of  their  business.  There  is  no  evidence 
that  this  was  true  as  a  general  proposition,  and  on  the 
other  hand  it  is  more  than  probable  that  generally  the 
small  shipper  received  no  rebate.  Speculation  as  to  the 
extent  of  the  practice  throws  no  light  upon  the  present 
controversy,  and  the  subject  is  mentioned  here  only  be- 
cause the  representatives  of  large  shippers  laid  so  much 
stress  upon  an  alleged  increase  of  the  rates  which  they  paid 
through  the  abolition  of  rebates.  Whatever  may  be  the 
exact  fact  as  to  the  extent  of  the  practice  or  the  number 
of  its  beneficiaries,  the  only  reliable  evidence  to  which  we 
can  turn  is  to  the  general  tendency  of  the  rates  through- 
out official  classification  territory  as  shown  in  the  published 
classifications  and  tariffs. 

Commodity  rates  heretofore  advanced. 

While  the  class  rates  have  not  been  advanced  since 

lb87,  important  advances  in  commodity  rates  carrying  a 

very  large  volume  of  tonnage  have  been  made  in  recent 
years.     Other  commodity  rates  are  now  x>roposed  to  be 

advanced.     It  appeared  in  the  testimony  of  Vice-President 

Thayer   and   others   that  in  1903  and   1907  when   large 

increases  in  operating  expenses  were  incurred,  principally 

through  increases  in  wages,  advances  in  commodity  rates 

were  made. 


In  January,  1903,  advances  were  made  in  commodity 
rates  on  pig  iron,  billets  and  other  iron  articles,  manu- 
factured iron  and  steel  articles,  various  ores,  together 
with  a  number  of  miscellaneous  commodities.  The  ad- 
vance on  pig  iron  was  from  $4.20  per  gross  ton,  between 
New  York  and  Chicago,  to  $4.62,  an  advance  of  10^. 
The  advance  on  billets  and  other  similar  articles  was  from 
$4.50  per  gross  ton  to  $4.95,  also  10^.  The  increase  on 
manufactured  iron  and  steel  articles  was  from  25  to  27ic., 
carloads,  and  30  to  33o.,  less-than-carloads,  also  10^. 
The  advances  generally  made  at  this  time  were  approxi- 
mately 10%  upon  the  commodities  affected.  No  statistics 
of  the  movement  of  tonnage  under  these  particular  ratings 
are  available,  but  it  is  certain  from  the  well-known  facts 
as  to  the  movement  of  tonnage  under  these  rates  that 
the  advances  prgduced  large  increases  in  revenue. 

At  the  same  time  advances  were  made  in  east-bound 
commodity  rates  upon  packing-house  products,  dressed 
meats  and  grain  and  grain  products. 
'^  The  advances  on  iron  articles,  packing-house  products, 
dressed  meats,  and  grain  and  grain  products  were  made  the 
subject  of  an  investigation  by  the  Interstate  Commerce 
Commission,  which  is  reported  in  9  I.  C.  C.  382.  The  ad- 
vances  on  iron  articles,  packing-house  products  and  dressed 
meats  were  sustained,  while  the  advance  in  the  domestic 
rate  on  grain  and  grain  products  of  17^  to  20c.,  Chicago 
to  New  York,  was  condemned. 

In  connection  with  the  advance  in  1903  on  iron  and 
steel  articles,  it  should  be  pointed  out  that  Mr.  Barlow's 
statement  as  to  the  changes  in  the  rates  from  Pittsburgh 
to   Chicago,  based   upon   information   furnished   by  the 
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Tariff  Bureau  of  the  Interstate  Commerce  Commission,  is 
inaccurate.  Mr.  Barlow  stated  that  on  January  1st,  1903, 
the  rate  from  Pittsburgh  to  Chicago  was  reduced  to  16^c. 
per  100  lbs.  The  facts  are  that  this  change  was  an  advance 
from  a  rate  of  15c.  per  100  lbs.  which  had  been  in  effect 
from  February  1st,  1901,  to  December  31st,  1902.  Prior 
to  February  1st,  1901,  the  rate  was  18c.  per  100  lbs.,  and 
the  inaccuracy  is  due  to  the  failure  to  note  the  intervening 
rate.  On  June  1st,  1907,  the  rate  was  advanced  from  16^c. 
to  18c.  per  100  lbs.  Other  advances  were  made  on  pig 
iron,  billets,  and  iron  and  steel  articles  in  1907,  when 
advances  in  other  commodity  rates  were  also  made.  It 
will  be  convenient  here,  although  it  involves  some  repeti- 
tion, to  show  the  advances  in  1903  and  1907  in  the  basing 
rates  on  iron  and  steel  articles  between  New  York  and 
Chicago,  Pittsburgh  and  Chicago,  and  Pittsburgh  and  New 
York. 


NEW  YORK  AND  CHICAGO. 


Jan.   1,  1903. 
June  1,  1907. 


PIG  IRON 
(GROSS  TON). 

42c. 
13c. 


BILLETS,  ETC. 
(GROSS  TON). 

45c. 
5c. 


PITTSBURGH  AND  CHICAGO. 


Jan.  1,  1903. 
June  1,  1907. 


PIG  IRON 
(GROSS  TON). 

20c. 
lOc. 


BILLETS,  ETC. 
(GROSS  TON). 

30c. 


IRON  &  STEEL 
ARTICLES  C.  L. 
(PER  100  LBS.) 

2*0. 
2|c. 


IRON  &  STEEL 
ARTICLES  C.  L. 
(PER  100  LBS.) 

lie. 
lie. 


PITTSBURGH  AND  NEW  YORK. 

BILLETS,  ETC. 


Jan.  1,  1903. 
June  1,  1907. 


PIG  IRON 
(GROSS  TON). 

20c. 
5c. 


IRON  &  STEEL 
(GROSS  TON).       ^^JJ,^!'^^,^; 

20c.  lie. 

—  He. 


In  addition  to  the  advances  on  iron  and  manufactured 
iron  and  steel  articles,  made  on  June  1,  1907,  advances 
were  made  in  about  fifty  westbound    commodity  rates. 

On  April  1st,  1903,  the  rates  on  bituminous  coal  east- 
bound  from  the  Pennsylvania  and  West  Virginia  fields 
were  generally  advanced  10c.  per  ton.  In  May,  1907, 
another  general  advance  in  the  eastbound  bituminous  coal 
rates  of  5c.  per  ton  was  made  from  the  same  territory.  At 
the  opening  of  navigation  in  1907  the  lake  cargo  coal  rate 
was  advanced  5c.  per  ton  from  all  Pennsylvania,  Ohio 
and  West  Virginia  districts.  On  January  1st,  1903,  the 
rates  on  coke  eastbound  from  Pennsylvania  and  Virginia 
territory  were  generally  advanced  10c.  per  ton,  and  on 
July  1st,  1907,  another  general  advance  of  10c.  per  ton 
was  made  in  the  coke  rates  from  the  same  territory.  The 
coke  rates  westbound  were  also  advanced  on  January  1st, 
1903,  generally,  10c.  and  15c.  per  ton,  and  on  July  1st, 
1907,  a  further  advance  of  5c.  per  ton  to  Western  Penn- 
sylvania and  northern  Ohio  points  was  made. 
--In  May,  1907,  the  rates  on  grain  and  grain  products 
from  Central  Freight  Association  territory  were  advanced 
from  17ic.  to  19ic.  per  100  lbs.  on  the  Chicago-New 
York  scale.  On  February  1,  1910,  these  rates  were  again 
advanced:  on  grain  from  194c.  to  20c.,  and  on  grain  pro- 
ducts from  19|^c.  to  20|^c.  Chicago  to  New  York. 

On  April  22,  1907,  the  ex-lake  rates  on  grain  for  do- 
mestic consumption  from  Buffalo  to  New  York  were  ad- 
vanced from  5c.  to  6c.  per  bushel  on  wheat,  and  on  May 
Ist,  1908,  the  rate  was  again  advanced  to  64c.  per  bushel, 
with  corresponding  advances  on  both  dates  in  rates  on 
corn,  rye,  barley,  oats  and  flaxseed.     On  September  20, 
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1906,  the  rates  on  ex-lake  grain  for  export  were  advanced 
from  4^0.  per  bushel  to  5c.  on  wheat,  with  related  ad- 
vances on  corn,  rye,  barley,  oats  and  flaxseed.  A  further 
advance  in  the  export  rate  was  made  on  April  15th,  1907, 
on  the  basis  of  an  increase  of  ^c.  per  bushel  in  the  rate 
on  wheat. 

In  August,  1908,  the  rates  on  coffee  were  advanced 
from  27c.  to  iiOc.  per  100  lbs.,  on  the  basis  of  New 
York  to  Chicago.  On  the  same  date  the  rates  on  sugar 
were  advanced  from  26c.  to  28c.,  on  the  basis  of  New 
York  to  Chicago.  The  tonnage  on  these  two  commodi- 
ties shipped  from  New  York,  Boston  and  Philadelphia 
is  approximately  40^  of  the  entire  westbound  tonnage 
from  those  cities  to  points  west  of  the  western  termini  of 
the  trunk  lines.  These  advances  were  investigated  by 
the  Commission  in  the  case  of  the  Indianapolis  Freight 
Bureau  vs.  Pennsylvania  Railroad,  et  al.,  15  I.  C.  C. 
567.  The  Commission  found  that  the  rates  on  sugar  from 
Atlantic  seaboard  points  to  St.  Louis  and  Ohio  River  cross- 
ings were  controlled  by  the  rates  from  New  Orleans,  which 
in  turn  were  governed  by  water  competition.  It  also  ap- 
peared that  a  competitive  relationship  existed  between 
the  rates  on  coffee  from  Atlantic  seaboard  points  to  Ohio 
and  Mississippi  crossings,  and  rates  on  coffee  from  New 
Orleans  to  the  same  points.  At  the  time  of  the  advances 
on  August  1st,  1908,  and  prior  thereto,  the  sugar  rate  car- 
ried an  allowance  of  2c.  per  100  lbs.  for  transfer  from 
refineries  to  cars,  leaving  the  net  rate  prior  to  the  advance 
24c.,  and  subsequent  thereto  26c.  When  the  transfer 
allowance  was  discontinued  in  1909  the  gross  rate  of  28c. 


was  reduced  to  a  net  rate  of  26c.,  leaving  a  net  advance 
over  the  rate  effective  prior  to  August  1,  1908,  of  2c. 

While,  as  it  thus  appears,  sugar  and  coffee  have  been 
recently  advanced,  it  is  conceded  that  a  further  advance 
might  properly  have  been  made  had  the  competitive  con- 
ditions, as  between  New  York,  Philadelphia  and  Boston, 
on  the  one  hand,  and  New  Orleans,  on  the  other,  permit- 
ted it. 

No  advance  in  rates  on  paper  from  New  England  and 
Northern  New  York  producing  points  to  Chicago,  Mil- 
waukee, St.  Louis  and  other  points  inC.F.A.  territory  has 
been  proposed,  because  of  the  existence  of  low  competi- 
tive rates  on  like  traffic  from  large  producing  points  in 
Wisconsin  and  Minnesota  to  same  points  of  destination. 

Brick  is  a  commodity  of  very  large  tonnage  upon  which 
no  advance  was  practicable,  for  reasons  which  fully  appear 
from  the  rei)ort  of  the  Interstate  Commerce  Commission  in 
the  case  of  the  Metropolitan  Paving  Brick  Company  et 
aL  vs.  Ann  Arbor  R.R.  Co.  et  al.,  171.  C.  C.  197.  In  that 
case  as  a  result  of  complaints  of  alleged  discrimination  in 
the  classification  of  different  kinds  of  brick,  and  the 
application  of  different  rates  thereto,  as  well  as  complaints 
of  the  unreasonableness  of  the  rates  in  themselves,  the 
Interstate  Commerce  Commission  fixed  the  maximum  rate 
upon  brick  from  Central  Freight  Association  territory  to 
Trunk  Line  territory  on  the  basis  of  21c.  per  100  lbs.,  Chi- 
cago to  New  York.  The  order  establishing  this  scale  of 
rates  is  still  effective. 

It  thus  appears  from  the  review  of  the  most  important 
changes  in  commodity  rates  in  recent  years  that  coal, 
coke,   pig  iron,  billets,  blooms,  etc.,   and  manufactured 
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iron  and  steel  articles,  grain  and  grain  products,  sugar, 
coffee  and  other  commodities  constituting  a  tonnage  of 
great  magnitude,  have  been  increased  since  January  1st, 
1903,  concurrently  with  large  increases  in  operating  ex- 
penses which  have  occurred  at  or  since  that  time.  No 
statistics  are  available  showing  the  precise  tonnage  af- 
fected by  these  increases  in  rates.  But  as  indicative  of 
the  amount  of  revenue  involved,  reference  may  be  made 
to  the  testimony  of  Vice-President  Thayer,  of  the  Penn- 
sylvania, who  stated  that  the  advances  of  1903  produced 
several  million  dollars  annually  to  the  Pennsylvania  Rail- 
road, and  that  the  advances  of  1907,  brought  to  that 
company  a  great  deal  more  money  than  the  proposed  ad- 
vances can  possibly  bring;  in  other  words,  much  more 
than  $3,000,000  annually. 

Advance  in  class  rates  now  proposed. 

It  appears  from  the  foregoing  history  of  the  rates  that 
the  situation  which  confronts  the  carriers  in  official  classi- 
fication territory  at  this  time,  when  they  seek  advances  in 
freight  rates  to  reimburse  them  for  increases  in  expenses,  is 
that  the  rates  upon  the  six  classes  have  remained  unchanged 
for  a  period  of  twenty- three  years,  except  as  changes  in 
rates  have  been  effected  by  changes  in  classification,  and 
that  the  general  tendency  of  these  changes  has  been  down- 
ward ;  or,  if  a  concession  be  made  which  the  facts  do  not 
require,  the  tendency  has  at  most  not  been  upward.  On 
the  other  hand,  in  recent  years,  important  increases  have 
been  made  in  commodity  rates  affecting  a  very  large  ton- 
nage and  producing  amounts  of  revenue  which,  to  the 
carriers  in  official  classification  territory,  were  probably 
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larger  than  those  sought  to  be  secured  by  the  proposed 
increases  in  rates.  It  seems  obvious,  therefore,  that  in- 
creases in  revenue  should  be  sought  upon  the  articles 
carried  under  class  rates  which  have  not  heretofore  borne 
advances,  and,  where  competitve  or  commercial  condi- 
tions will  permit,  upon  commodities  not  heretofore 
advanced  at  all  or  advanced  so  little  that  further  increases 
are  justifiable. 

Accordingly  the  carriers  have  proposed  to  advance  the 
rates  upon  the  six  classes  from  the  basis  of  1887  as  fol- 
lows : 

Iwt       2nd         3rd        4th        5th        6th 

Present  rates 75        65        50        35        30        25 

Proposed  rates 90        78        60        40        33        27 

Increase 15        13        10  5  3  2 

They  have  also  proposed  to  make  advances  in  approxi- 
mately 80  basing  commodity  rates  between  New 
York  and  Chicago,  which  include  in  some  instances  com- 
modities upon  which  advances  have  been  made  in  recent 
years,  and  in  other  instances  commodities  upon  which 
advances  have  not  been  made. 


Proposed  Increases   should  not  be  judged  by 

percentage  study. 

It  is  well  understood  that  class  rates  westbound  from 
New  York,  Boston  and  Sj''racuse  rate  points  to  C.  F.  A. 
territory  are  certain  established  percentages  of  the  New 
York-Chicago  scale,  and  it  is  obvious  that  the  percentage 
of  increase  in  all  such  rates  will  be  the  same  as  the  per- 
centage of  increase  in  the  scale,  except  as  it  may  depart 
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therefrom  by  the  disposition  of  fractions  in  the  computa- 
tion. Itjmust  not  be  overlooked,  however,  that  the  class 
rates  westbound  from  Philadelphia  and  Philadelphia  rate 
points  to  C.  F.  A.  points  are  respectively  certain  diff^-r- 
tials  namely  6,  6,  2,  2,  2,  2c.  per  cwt.  under  the  class  rates 
from  New  York  to  the  same  points.  Also  that  the  class 
rates  westbound  from  Baltimore  and  Baltimore  rate 
points  to  C.  F.  A.  points  are  respectively  certain  differen- 
tials namely  8,  8,  3,  3,  3,  3o.  per  cwt.  under  the  class 
rates  from  New  York  to  the  same  points.  Also  that  from 
a  considerable  territory  depending  upon  New  York,  Phila- 
delphia and  Baltimore  rates,  the  rates  to  C.  F.  A.  j^oints 
are  fixed  arbitraries  above  the  rates  from  New  York, 
Philadelphia  and  Baltimore  respectively.  Moreover, 
rates  from  Albany  and  Albany  rate  points,  Ogdensburg 
and  Ogdensburg  rate  points  to  C.  F.  A.  points  are  not 
established  on  basis  of  fixed  percentages  of  New  York- 
Chicago  rates,  nor  are  rates  from  a  considerable  territory 
east  of  Buffalo  and  Pittsburg  based  upon  percentages  of 
New  York-Chicago  rates.  Again  the  class  rates  east- 
bound  from  C.  F.  A.  territory  to  Philadelphia  and  Phila- 
delphia rate  points  are  differentials  of  2,  2,  2,  2,  2,  2c.  per 
cwt.  less  than  rates  from  same  points  of  origin  to  New 
York,  and  rates  from  said  points  to  Baltimore  and  Balti- 
more rate  points  are  differentials  of  3,  3,  3,  3,  3,  3c.  per 
cwt.  less  than  rates  from  same  points  of  origin  to  New 
York,  and  rates  from  C.  F.  A.  territory  to  substantially 
all  New  England  points  taking  Boston  rates,  are  arbi- 
traries of  7,  6,  5,  4,  3,  2c.  per  cwt.  higher  than  rates  from 
same  points  of  origin  to  New  York,  all  of  these  differ- 
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entials  having  heretofore  received  the  approval  of  the 
Commission. 

It  thus  appears  that  the  percentage  of  increase  of  the 
N"ew  York-Chicago  scale  does  not  measure  the  percentage 
increase  in  the  class  rates  between  any  point  in  C.  F.  A. 
territory  on  the  one  hand,  and  Trunk  Line  territory  on 
the  other,  except  those  which  are  fixed  strictly  on  per- 
centage of  New  York-Chicago  scale. 

Dismissing  now  from  consideration  the  western  termini 
of  Trunk  Lines,  it  may  be  said  that  the  rates  between 
points  in  C.  F.  A.  territory  are  not  fixed  percentages  of 
the  New  York-Chicago  scale.  They  are  based,  generally 
speaking,  upon  what  is  known  as  the  C.  F.  A.  minimum 
mileage  scale,  which  does  not  progress  in  the  different 
classes  in  any  uniform  percentage  ratio  as  the  mileage 
increases.  Here  again  the  percentage  of  increase  result- 
ing from  the  application  of  the  proposed  rates  is  not 
measured  by  the  percentage  of  increase  proposed  for  the 
New  York-Chicago  scale. 

^  With  respect  to  rates  applying  locally  in  Trunk  Line 
territory,  if  we  again  omit  from  consideration  the  western 
termini  of  Trunk  Lines,  it  is  proper  to  state  that  the  gen- 
eral fabric  of  rates  is  not  based  upon  percentages  of  rates 
applying  between  New  York  and  Chicago  or  to  or  from 
the  Trunk  Line  western  termini,  and  the  gradation  of 
classes  is  not  fixed  with  reference  to  any  percentage  of 
the  New  York-Chicago  rates,  from  which  it  follows  that 
the  percentage  of  increase  in  such  rates  resulting  from 
the  proposed  rates  bear  no  relation  to  the  percentage  in- 
crease of  the  New  York-Chicago  rates. 
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The  following  table  is  illustrative  of  the  varying  per- 


centage increases  in  the  first  three  classes : 


PER  CENT.    OF  PROPOSED  INCREASE    IN    REVENUE    DERIVED 
FROM  THE  VARIOUS  CLASSES  OF  AFFECTED  TRAFFIC. 


FROM 

TO 

1 

2 

.     1 

New  York 

Buffalo 

23.1 

24.2 

21.4              1 

Philadelphia 

Detroit 

20.7 

22.2 

21.6 

Chicago 

Boston 

18.3  • 

18.3 

18.2 

St.  Louis 

Boston 

19. 

18.9 

18.1 

Cincinnati 

Boston 

18.7 

18.4 

17.5 

Detroit 

Boston 

17.5 

18.6 

18.2 

Albany 

Columbus  0. 

18.6 

18.9 

17.2 

Albany 

St.  Louis 

19.2 

19. 

18.4 

Boston 

Utica 

13.1 

12.1 

12. 

Boston 

Syracuse 

17.1 

16.6 

16. 

Syracuse 

Cincinnati 

19.6 

20. 

16.1 

Philadelphia 

Syracuse 

17.1 

16.6 

16. 

New  York 

Albany 

1L5 

14.3 

14.7 

New  York 

Utica 

18.1 

17.9 

13.                 1 

The  percentages  of  increase  on  each  of  the  classes  as 
ascertained  by  the  six-day  studies  of  tonnage  of  the  prin- 
cipal New  York  Central  lines  is  as  follows : 


CLASSES. 

Ist 

2nd 

3rd 

Rule  23 

**      26 

4th 

5th 

6th 

Rule  28 

4  times  1st 

3      **        " 

H   "      " 

2      " 

li    ** 

li    **        " 

Minimum 

Average  all  classes 

Commodities 

Aggregate  affected 
traffic 


N.  Y.  c. 

PER  CENT. 

19.09 
19.12 
18.26 
18.68 
17.18 
14.36 
12.79 
12.10 

•   • 

16.37 
18.47 
19.70 
17.67 
18.07 
17.38 
17.68 
16.28 
12.29 

15.22 


L.  S.  &  M.  S. 

PER  CENT. 

20.90 
21.00 
21.00 
20.40 
22.10 
5.20 
11.90 
12.50 
17.40 
24. 10 
20.70 
27.60 
22.40 
21.50 
19.70 
19.80 
16.94 
13.70 

16.80 


M.  C. 

PER  CENT. 

19.01 
19.07 
19.43 
19.01 
18.68 
18.35 
17.87 
17.61 
18.35 
19.52 
18.21 
20.61 
19.30 
19.11 
19.10 
18.77 
18.64 
18.47 

18.60 


O,  C/.  t/. 
&  ST.  L. 
PER  CENT. 

21.14 
19.32 
15.96 
16.71 
16.39 
13.14 

9.51 
10.00 
16.71 
36.05 
16.39 
27.27 
20.06 
23.67 
51.77 
18.50 
15.19 

8.63 

12.83 
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Relatively  larger  increase  on  first  three  classes 

is  justified. 

The  larger  increases  being  upon  the  first  three  classes, 
it  is  important  to  note  some  of  the  considerations  which 
justify  the  establishment  of  higher  rates  relatively 
upon  those  classes.  As  has  been  heretofore  pointed 
out,  the  first  three  classes  contain  much  the  larger 
proportion  of  less-thau-carload  ratings,  there  being  in 
those  classes  approximately  4,500  of  the  6,000  less 
than-carload  ratings  in   the  official  classification.     Less- 
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than-carload  freight  is  loaded  and  unloaded  by  the  car- 
rier through  freight  stations,  while  carload  freight  is, 
with  rare  exceptions,  loaded  and  unloaded  by  the 
shipper  and  consignee.  Enormously  valuable  terminal 
facilities  in  such  cities  as  New  York  and  Chicago  are 
maintained  exclusively  for  the  handling  of  less-than- 
carload  traffic.  The  number  of  separate  shipments 
in  a  single  car  is  generally  large,  each  shipment 
involving  a  separate  transaction  which  must  be  attended 
to  and  accounted  for  in  detail,  irrespective  of  its  volume. 
The  average  loading  of  less-than-carload  shipments  on  the 
Pennsylvania  Railroad  in  October,  1910,  from  New  York 
to  Chicago,  was  15,489  pounds;  Philadelphia  to  Chicago, 
10,019  i)ounds;  Baltimore  to  Chicago,  5,856  pounds,  the 
average  of  three  cities  being  14,141  pounds.  Taking  this 
average  and  assuming  the  entire  traffic  to  fall  within  the 
lirst  three  classes,  and  averaging  a  rate  upon  those  classes 
at  e3c.,  produces  a  revenue  of  $88.20  per  car.  Fifth  class 
carload  freight  carrying  a  minimum  of  30,000  pounds  to 
the  car  would  produce  a  minimum  revenue.  New  York  to 
Chicago,  of  $90  per  car.  A  carload  of  steel  loading  80,000 
pounds  produces  a  revenue  of  $128  from  Pittsburgh  to 
New  York.  A  carload  of  wheat,  ex-lake  domestic,  from 
Buffalo  to  New  York,  loading  72,000  pounds,  produces  a 
revenue  of  $78. 

It  will  be  noted  that  the  average  loading  between  New 
York  and  Chicago,  indicated  by  the  statistics  of  the 
Pennsylvania  Railroad  for  the  month  of  October,  1910,  is 
higher  than  the  average  loading  of  all  less-than-carload 
traffic  handled  by  that  company.  If  shipments  between 
New  York  and  Buffalo  be  taken   as  fairly  coincident  with 
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the  average  loading  of  less-than-carload  traffic,  it  follows 
that  the  revenue  upon  a  carload  composed  equally  of  lirst, 
second  and  third  class  traffic  under  existing  rates  of  39, 
33  and  28c.,  would  be  $34.98.  The  revenue  on  a  similar 
car  under  the  proposed  rates.  New  York  to  Buffalo,  of 
48,  41  and  34c.,  would  be  $43.46.  Applying  the  present 
rate  of  lie.  on  flour  from  Buffalo  to  New  York,  and  the 
carload  minimum  of  40,000  pounds,  produces  a  revenue  of 
$44  per  car.  Applying  the  rate  on  manufactured  iron, 
from  Buffalo  to  New  York,  of  16c.,  and  the  carload 
minimum  of  36,000  pounds,  produces  a  revenue  per  car 
on  that  commodity  of  $57.60.  Applying  the  rate  of  $1.85 
per  gross  ton  on  coal  from  the  Beech  Creek  district  to 
Albany,  a  distance  of  approximately  400  miles,  and  the 
carload  minimum  of  30,000  pounds,  produces  a  revenue 
of  $55  per  car.  It  is,  of  course,  well  known  that  the  car- 
load minimum  on  this  traffic  is  greatly  exceeded  in  the 
average  actual  loading. 

Further  light  is  thrown  upon  the  average  loading  of 
package  freight  by  a  study  made  by  the  Delaware  &  Hud- 
son Company  prior  to  the  taking  of  the  testimony  in  this 
case.  Its  introduction  in  the  evidence  was  overlooked  in 
the  mass  of  statistics  handled.  The  greater  proportion  of 
traffic  on  the  Delaware  &  Hudson  covered  by  class  rates 
and  moving  on  through  rates  is  received  at  Mechanics- 
ville,  N.  Y.,  and  delivered  to  the  western  lines  at  Bing- 
hamton,  N.  Y.  and  Wilkes- Barre,  Pa.  Instructions  were 
given  to  the  agent  at  Mechanicsville  to  keep  an  accurate 
record  for  the  eight  days,  from  Monday,  September  9th, 
to  Monday,  September  16th,  1910,  both  inclusive,  of  the 
makeup  of  all  Binghamton  and  Wilkes-Barre  trains  leav- 
ing his  station,  giving  for  each  car  the  number,  initials, 
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destination,  commodity  loaded  with,  weight,  throno:h 
rate  and  total  freight  charges ;  also  to  show  all  merchan- 
dise cars  re-classified  at  Mechanicsville,  showing  the  num- 
ber of  waybills  for  freight  in  each  car.  After  this  data 
was  received,  such  of  it  as  covered  shipments  to  Cleveland 
territory,  to  Cincinnati  territory  and  to  Chicago,  was 
spread  on  a  form  prepared  so  as  to  show  the  weight  and 
earnings  for  each  car  of,  (1)  L.  C.  L.  package  freight, 
(2)  Carload  freight  at  class  rates  and  (3)  carload  freight  at 
commodity  rates. 

When  this  data  had  been  spread  on  the  form  in  the 
manner  described,  footings  were  made  to  show  the  total 
weight  and  total  earnings  of  each  of  the  three  classes  of 
freight  above  described.  The  number  of  cars  of  freight 
of  each  class  was  divided  into  the  total  weight  and  total 
earnings  of  each  class  to  arrive  at  the  average  weight  and 
average  earnings  per  car  of  each  class.  The  total  weight 
of  each  class  was  then  divided  into  total  earnings  for  each 
class  to  arrive  at  the  average  rate  per  hundred  pounds  for 
each  class.  The  total  number  of  cars  of  L.  C.  L.  package 
freight  was  divided  into  the  total  number  of  waybills  for 
L.  C.  L.  package  freight  to  arrive  at  the  average  number 
of  waybills  per  car  for  these  classes  of  freight.  The  re- 
sults were  as  follows : 
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, Weight >         , Earnings ^ 

L.  C.  L.  C.  L.  C.  L.  L.  C.  L.  C  L.  C.  L. 
Package  Class  Com-  Packapre  Class  Corn- 
Freight.  Rates.  modity  Freiglit.  Rates.  niodity 
To  Chicago.  Rates.  Rates. 

Totals  302,483     228,970     440,140  $1407.86  $589.92  $1043.36 

Number  of  cars 28               6                9  28  6  » 

Average  weight  per  car 10,803       38,162        49,571  

Average  earnings  per  car ....           $50.28  $98.32  $115.93 

Average  earnings  per  100  lbs 0.4653  0.2577  0.2339 

To  Cleveland  Territory. 

Totals 179,762  159,580  907,940  $609.63  $360.17  $1460.37 

Number  of  cars 16  5  19  16  5  19 

Average  weight  per  car  ...     11,235  31,916  47,786              

Average  earnings  per  car ....           $38.10  $72.03  $76.86 

Average  earnings  per  100  lbs ....  0.3391  0.2257  0.1608 

To  Cincinnati  Territory. 

Totals..... 82.194  79,825  560,100  $287.68  $184.27  $972.41 

Number  of  cars 10  3  12  10  3  12 

Average  weight  per  car ... .       8,219  26,608  46,675            ....  .... 

Average  earnings  per  car $28.77  $61.42  $81.03 

Average  earnings  per  100  lbs ....  0.3500  0.2308  0.1736 

Another  justification  for  the  larger  increase  on  the 
first  three  classes,  relating  both  to  the  cost  of  the 
service  to  the  carrier  and  the  increased  value  of  the  ser- 
Tice  to  the  shipper,  is  the  increased  speed  with  which  it 
is  carried.  There  is  now  on  merchandise  traffic  a  sixty 
hour  service  between  New  York  and  Chicago,  which  is 
maintained  with  great  regularity,  and  which  compares 
with  a  service  taking  5,  6  or  7  days  twenty  years  ago. 
At  that  time  no  attempt  was  made  to  secure  an  ex- 
pedited service  between  the  seaboard  cities  and  western 
points  other  than  Chicago,  while  at  the  present  time  such 
a  service  is  maintained  between  the  seaboard  cities  and 
points  such  as  Albany,  Syracuse,  Watertown,  Buffalo, 
Pittsburgh,  Wheeling,  Parkersburg,  Columbus,.  Cleve- 
land,   Toledo,    Indianapolis,    St.   Louis,    Louisville    and 
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similar  points.  While  this  expedited  service  as  estab- 
lished was  practically  restricted  to  less-than-carload 
freight,  it  has  since  been  extended  to  some  classes  of  car- 
load freight.  The  expedition  and  reliability  of  this  ser- 
vice has  enabled  merchants,  at  the  points  where  it  is  re- 
ceived, to  order  goods  in  smaller  quantities,  to  dispense 
with  warehouse  facilities,  and  restrict  the  amount  of 
capital  required  for  the  transaction  of  a  given  volume  of 
business.  In  these  important  respects  the  increase  in  the 
value  of  the  service  is  incalculable. 

Mr.  Barlow  paid  a  tribute  to  the  expedited  service.  He 
referred  to  the  estimate  of  the  Richmond  Chamber  of 
Commerce  that  the  value  of  the  products  handled  by  the 
railroads  was  approximately  $22,000,000,000  per  annum, 
and  that  if  this  volume  of  shipments  was  delayed  a  week 
a  loss  to  the  commerce  of  the  country,  estimating  the 
carrying  charge  of  the  capital  involved  at  5%,  would  be 
$20,000,000  per  annum.  He  further  stated  that  as  the 
result  of  the  organization  of  a  fast  merchandise  service 
from  Chicago  to  the  southeast,  the  saving  in  time  in  the 
average  shipment  was  substantially  ten  days.  These 
facts,  doubtless,  indicate  some  of  the  reasons  why  Mr. 
Barlow  omitted  to  state  in  his  carefully  prepared  objec- 
tions to  the  proposed  rates  that  they  exceeded  the  value 
of  the  service  rendered. 

Another  most  important  consideration  in  determining 
the  value  of  the  service  and  the  free  movement  of  the 
traffic  under  the  proposed  rates  is  the  value  of  the  article 
as  compared  with  the  increase  in  the  freight  rate.  A 
statistical  statement  on  that  subject  appears  in  the  record. 
A  few  illustrations  are  here  given. 
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On  a  pair  of  wool  blankets,  first  class,  on  which  the 
wholesale  price  is  $5.00,  and  the  retail  price  $7.50,  the 
proi)Osed  increase  from    New    York   to    Chicago   would 
be  j\%  of  the  retail  price.      On  denim,  classified  under 
Rule  25,  the  wholesale  price  is  ll^cper  yard,  the  retail  price 
17c.,  the  percentage  of  increase  proposed  is  23/100  of  1%  of 
the  retail  price.     On  calico,  first  class,  the  wholesale  price 
is  5c.  per  yard,  retail  7c.,  the  percentage  of  increase  to 
retail  value  is  28/100  of  1%.      Wilton  carpet,  first  class, 
wholesale  price  per  yard  $2.40,  retail  price  $3.00,  percent- 
age of  increase  to  retail  value  22/100  of  \fo.     On  different 
styles  of  shoes,  first  class,  the  wholesale  price  varying 
from  $1.22  to  $2.00,  the  retail  price  from  $1.75  to  $3.00, 
the  percentage  of  increase  to  retail  value  varies  from  1/10 
of  1%  to  3/10  of  1%.     Men's  hats,  first  class,  various  styles, 
on  which  the  average  price  to  jobbers  is  70c.,   average 
retail  price  $1.57,  the  percentage  of  increase  is  1/10  of  1^. 
On  canned  goods,  less-than-carloads,    Rule   26,   average 
wholesale  price  $1.94  per  dozen,  average  retail  price  $2.33 
per  dozen,  percentage  of  increase  to  retail  value  i^.     On 
poultry,  first  class,  from  Chicago  to  New  York,  the  pro- 
posed increase  is  15c.  per  100  lbs.  as  compared  with  a 
selling  price  at  the  point  of  shipment  of  $11  to  $18  per 
100  lbs. 

Established  Differentials  Preserved  for  Water 

Routes. 

In  the  foregoing  we  have  considered  the  proposed  in- 
creases in  the  standard  all-rail  rates.  The  differential  rail- 
and-lake  and  ocean-and-rail-rates  remain  to  be  considered. 
One  of  the  objections  to  the  proposed  advances  most  fre- 
quently  reiterated  by  representatives  of  the  shippers  is 
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that  the  proposed  increase  in  the  rail-and-lake  and  ocean- 
and-rail-rates  is  a  larger  percentage  of  the  existing  rail- 
and-lake  rates  than  the  percentage  increase  of  the  standard 
all -rail  rates  proposed.  This  results  from  the  fact  that 
the  existing  rail-and-lake  differentials  in  cents  per  100  lbs. 
have  been  maintained.  For  illustration,  the  present  rail- 
and-lake  and  ocean-and-rail  rates  are  as  follows : 

CLASSES. 

1  »         S         4         5  6 

Rail-and-Lake 62        54        41        30        25        21 

Ocean-and-Rail 65        57        44        31        26        22 

and  they  are  increased  precisely  the  same  amount  in  cents 
per  100  lbs.  as  the  standard  all-rail  rates,  and  as  the  rates 
themselves  at  present  are  lower  than  the  standard  rates 
it  follows  of  course  that  the  same  increase  in  cents  per 
100  lbs.  is  a  larger  percentage.  The  existing  differentials 
are  established,  as  the  Commission  well  understands,  in 
order  that  stability  of  rates  may  be  secured,  and  the  ex- 
isting differentials  have  been  preserved  in  the  proposed 
adjustment  for  the  same  reason.  From  such  specific  tes- 
timony  as  was  offered  concerning  the  movement  via  rail- 
and-lake  routes  it  appears  that  those  routes  receive  a  fair 
if  not  an  excessive  share  of  the  traffic.  Mr.  Lawrence, 
speaking  for  the  textile  industry  in  New  England,  testi- 
fied that  75^  of  the  west-bound  traffic  of  that  indus- 
try  went  west  over  the  differential  routes.  It  is  ob- 
vious that  the  same  proportion  of  the  total  tonnage 
would  continue  to  be  shipped  via  the  differential  routes 
under  the  proposed  adjustment.  If  the  standard  all-rail 
rates  proposed  by  the  carriers  are  found  to  be  reasonable 
it  is  submitted  that  it  necessarily  follows  that  differential 
rates  that  move  a  fair  share  of  the  traffic  must  also  be 
reasonable. 
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III. 

OBJECTIONS    TO    DISTRIBUTION    OF    PROPOSED 

INCREASE. 

We  have  considered  the  principal  reasons  which  led 
the  traffic  officials  of  the  carriers  to  distribute  the  increase 
in  rates  in  the  manner  in  which  it  has  been  done.  There 
remain  to  be  considered  the  objections  offered  by  repre- 
sentatives of  the  shippers  to  the  methods  employed  by  the 
carriers  in  making  the  advances.  Only  two  witnesses  were 
offered  on  behalf  of  the  shippers  whose  opinions  need 
here  be  referred  to — Messrs.  Ives  and  Barlow. 

It  is  a  fair  deduction  from  the  testimony  of  Mr.  Ives 
that  in  his  opinion  no  advance  in  freight  rates  should  be 
made  until  the  official,  western  and  southern  classifications 
are  fused  into  a  uniform  classification.  He  asserted  that 
until  this  was  done  no  scientific  treatment  of  the  subject 
could  be  had,  and  conceded  that  when  it  was  done  there 
would  probably  be  found  to  be  hundreds  of  commodities 
which  were  not  bearing  wiiat  they  should  bear,  and  could 
and  should  be  advanced  regardless  of  the  needs  of  the  rail- 
roads for  additional  revenue.  When  asked  what  action 
he  would  take  if  confronted  with  the  need  of  revenue  in 
advance  of  the  adoption  of  a  uniform  classification,  he 
stated  that  he  would  pick  out  commodities  and  articles  of 
commerce  in  and  out  of  the  classification.  Mr.  Ives  made 
no  enumeration  of  the  commodities  which  should,  under 
such  circumstances,  be  advanced,  and  offered  no  plan 
which  could  be  considered  either  by  the  carriers  or  the 
Commission  in  the  present  emergency. 

Mr.  Ives  stated  that  the  increase  on  one  or  two  of  the 
classes  on  the  Delaware,  Lackawanna  &  Western  figured 
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only  10^,  while  the  increase  on  nearly  all  of  the  other 
roads  in  the  same  territory  approximated  20j?. 

It  is  evident  that  Mr.  Ives  had  before  him  the  percent- 
ages of  increase  of  the  total  revenue  derived  from  each 
class,  including  both  affected  and  unaffected  tonnage, 
appearing  on  page  988  of  the  record.  The  Lackawanna 
table,  which  should  be  compared  with  the  percentage  of 
increase  for  the  other  lines,  is  found  on  page  988  of  the 
record,  where  it  appears  that  the  percentage  of  increase 
of  revenue  derived  from  the  affected  tonnage  in  each 
class  compares  favorably  with  the  percentages  on  other 
lines. 

Mr.  Ives  also  called  attention  to  the  estimate  of  the 
Boston  &  Maine  of  increased  revenue  likely  to  result  from 
the  proposed  increase  on  second  class  traffic,  saying  that 
a  rough  estimate  from  such  figures  as  he  could  secure 
would  indicate  that  the  increase  in  the  revenue  on  the 
Boston  &  Maine  from  the  butter  and  egg  traffic  alone 
would  exceed  the  estimate  of  the  Boston  &  Maine  for  all 
second  class  traffic.     (Record,  4479.) 

Having  in  mind  this  criticism,  a  further  study  was  made 
of  the  Boston  &  Maine  figures,  from  which  it  appears  that 
the  estimated  business  per  year  based  upon  careful  com- 
pilation of  this  traffic  for  the  month  of  November,  1910, 
shows  the  following  results; 
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Shipment  of  butter  and  eggs  over  Boston 

&  Maine  Railroad  to  Boston 32,589,360  lbs. 

Proportion  originating  in  affected  terri- 
tory      15,492,528  lbs. 

Percentage  of   shipments   from  affected 

territory ^^% 

Estimated  increase  which  would  accrue 

to  B.  &  M.  for  the  year  at  say  2ic.  per 

Q\^y\^ $3,873.13 

From  this  statement  it  appears  that  the  estimate  made 
by  Mr.  Ives  is  much  too  high. 

Mr.  Ives  also  questioned  the  accuracy  of  the  statement 
of  the  Lake  Shore  &  Michigan  Southern  Railway  Com- 
pany showing  the  effect  of  the  proposed  rate  increase 
based  on  actual  results  compiled  from  the  records  of  the 
tonnage  carried  during  six  specific  days  in  the  calendar 

year  1909  as  follows : 

**  I  found,  for  example,  in  the  Lake  Shore  state- 
ment the  figure  $277,000  as  the  increase  on  all  through 
commodity  movement.  That  aroused  my  curiosity. 
In  their  annual  report  I  looked  up  the  movement  of 
the  fresh  meat,  packing  house  products  and  live  stock. 
Those  three  commodities  alone  I  found  amounted 
practically  to  1,000,000  tons  moving  on  the  Lake 
Shore.  As  I  say  I  have  no  way  of  making  exact 
figures,  but  I  assume  a  very  large  proportion  of  this 
came  from  Chicago,  where  their  share  of  the  increase 
would  be  40  or  50c.  per  ton.  An  increase  of  28c.  per  ton 
applied  to  these  three  commodities  alone  would  pro- 
duce the  277,000,  without  taking  into  account  any  of 
the  other  40  or  50  commodities  in  the  list  which  it 
is  proposed  to  advance." 

Mr.  Ives'   assumption   is   erroneous  for  the  following 

reasons : 

First,  in  the  compilation  of  the  six-day  study  of  traffic 
carried  by  the  Lake  Shore  &  Michigan  Southern  Railway, 
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all  traffic  carried  under  commodity  rates  was  shown  in 
one  amount  and  hence  the  item  of  $277,000  of  increased 
revenue  that  would  be  derived  from  traffic  carried  under 
commodity  rates  embraced  only  fresh  dressed  meats  and 
cattle,  upon  which  rates  are  generally  different  Irom 
class  rates,  and  as  packing  house  products,  hogs  and 
sheep  are  carried  under  class  rates  the  tonnage  of  such 
traffic  was  included  with  the  tonnage  of  all  fifth  class 
freight. 

Second,  a  large  part  of  the  tonnage  of  live  stock  car- 
ried by  the  Lake  Shore  &  Michigan  Southern  Railway 
originates  at  points  in  Ohio,  Indiana  and  Michigan,  and 
is  transported  to  Chicago,  Cleveland  or  Buffalo,  and  upon 
such  traffic  the  increased  revenue  to  that  company  would 
be  less  than  40  or  50c.  per  ton,  which  would  be  its  ap- 
proximate proportion  of  the  increased  rates  if  all  of  the 
live  stock  was  transported  from  Chicago  to  Buffalo  des- 
tined to  eastern  points. 

Third,  a  considerable  percentage  of  the  fresh  dressed 
meats  carried  by  the  Lake  Shore  &  Michigan  Southern 
Railway  is  not  transported  by  it  from  Chicago  to  Buffalo, 
but  it  either  originates  at,  or  is  received  from  connecting 
carriers  at  Cleveland  and  transported  to  Buffalo.  And 
with  respect  to  such  traffic  the  increased  revenue  to  the 
Lake  Shore  &  Michigan  Southern  Railway  would  be  con- 
siderably less  than  40c  per  ton. 

Fourth,  a  large  percentage  of  the  packing-house  prod- 
ucts carried  by  the  Lake  Shore  &  Michigan  Southern 
Railway  either  originates  at  or  is  received  from  connect- 
ing carriers  at  Cleveland,  Ohio,  and  is  transported  to 
Buffalo,    and  as    to    such  traffic   the  increased  revenue 


that  would  be  derived  by  that  company  would  be  materi- 
ally less  than  40c  per  ton. 

Mr.  Barlow  specified  seven  objections  to  the  proposed 
increases  in  rates.  First,  the  increases  are  placed  upon 
but  10%  of  the  freight  tonnage.  Second,  substantially  40^ 
of  the  increases  are  placed  on  first  class.  Third,  sub- 
stantially 15%  of  the  increases  are  placed  on  the  first  three 
classes.  Fourth,  financial  conditions  do  not  require  an 
advance.  Fifth,  the  class  rates  have  already  been  bur- 
dened, (a)  by  advances  in  classification,  (b)  by  advances  in 
lake-and-rail  rates.  Sixth,  the  proposed  relation  between 
the  classes  is  unjust.  Seventh,  the  present  class  scale 
having  been  in  effect  so  long,  it  ought  to  be  reduced  now 
if  ever. 

In  connection  with  these  seven  objections,  it  must  be 
noted  that  Mr.  Barlow  did  not  say  that  the  rates  as  pro- 
posed, would,  in  his  opinion,  exceed  the  fair  value  of  the 
service  rendered,  and  when  his  attention,  on  cross- 
examination,  was  specifically  called  to  that  point,  he 
declined  to  include  it  in  his  list  of  reasons  why  the  ad- 
vance should  not  be  made. 

Concerning  Mr.  Barlow's  objection  that  the  the  entire 
increase  applies  on  only  10^  of  the  freight  tonnage,  it 
is  to  be  noted  that  the  percentage  relation  between  the 
tonnage  affected  by  the  proposed  increases  in  rates,  and 
that  unaffected  by  such  increases,  varies  with  the  different 
carriers,  partly  because  of  the  relatively  larger  proportion 
of  merchandise  tonnage  carried  by  certain  carriers,  and 
partly  because  of  the  fact  that  the  largest  carriers  of  com- 
modity tonnage  are  the  largest  carriers  of  coal,  coke  and 
ore,  iron  and  steel  articles  and  other  articles,  upon  which,  as 
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has  been  stated,  general  advances  have  been  made  in  recent 
years,  and  are  not  proposed  to  be  made  now.     For  illustra- 
tion, the  total  tonnage  carried  by  the  New  York  Central 
during  the  calendar  year  1909,  as  indicated  by  the  six  day 
study  of  the  tonnage  carried  by  that  company,  was  43,942,- 
521  tons.  Of  this  tonnage  4.897,830  tons  would  be  affected 
by  the  proposed  increases  in  rates,— approximately  15^ 
of  the  total.     If,  however,  we  deduct  from  the  total  ton- 
nage the  tonnage  of  commodities  which  have  been  ad- 
vanced in  recent  years,  so  far  as  these   figures   can   be 
ascertained,    a   very    different    result   is   produced.     As 
shown  by  its  annual  report  for  the  calendar  year  1909, 
the    New    York    Central    carried     18,137,014    tons    of 
coal,  coke   and   ores.     The   con^pany   makes   no   separa- 
tion  of   the    tonnage    of   manufactured    iron    and  steel 
articles    carried   by    it,    but    a    low    estimate    of    such 
tonnage   is  2,000,000   tons.      If   the   20,000,000  tons   of 
this  group  of  commodities  be  deducted  from   the   total 
tonnage,  43,942,521,  it  leaves  approximately  24,000,000 
tons.     This  latter  figure  includes  the  tonnage  of  grain 
and  grain  products,  sugar,  coffee,  brick  and  other  com- 
modities  the  rates  upon  which  have  been  increased   in 
recent   years.     No   statistics  are   available  to  show  the 
amount  of  deduction  which  should  be  made  from  the  resi- 
due of  24,000,000  tons  to  cover  the  total  of  these  com- 
modities, but  it  is  well  known  to  the  Commission  that  the 
total  is  very  large,  and  it  is  obvious  that  the  tonnage 
affected  by  the  proposed  increase  in  rates,  11,865,172,  is^ 
considerably  more  than  50^  of  the  tonnage  upon  which 
rates  have  not  heretofore  been  advanced. 

In  connection  with   the  testimony  of  Mr.  Barlow,  an 
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exhibit  was  offered  by  him  showing  the  relation  of  the 
tonnage  affected  by  the  proposed  increases  in  rates,  to  the 
total  tonnage  of  seven  carriers  which  were  grouped  to- 
gether, the  totals  showing  that  the  combined  percentage 
relation  was  10 A%  affected  of  the  total  tonnage.  The 
companies  selected  by  Mr.  Barlow  for  the  purposes  of 
this  exhibit  were  the  Pennsylvania  R.R.,  Pennsylvania 
Company,  P.  C.  C.  &  St.  L.  Ry.,  Vandalia  R.R.,  Grand 
Rapids  &  Indiana  R.R.  and  Lake  Shore  &  Michigan 
Southern  Ry.  It  is  well  known  that  some  of  these  carriers 
are  the  largest  carriers  of  those  commodities,  such  as  coal, 
coke,  iron,  ore,  manufactured  iron  and  steel  articles,  upon 
which  increases  in  rates  have  been  made  in  recent  years, 
and  upon  which,  for  that  reason,  no  further  increases 
are  contemplated.  If  the  percentage  of  the  affected 
tonnage  of  these  carriers  to  the  total  tonnage  be  separately 
analyzed,  they  show  the  following  results : 

Pennsylvania  Railroad 5% 

Pennsylvania  Company 8% 

P.  C.  C.  &  St.  L 13^ 

Vandalia 22% 

Grand  Rapids  and  Indiana 28^ 

New  York  Central 27^ 

Lake  Shore 17^ 

It  will  be  noted  that  the  Pennsylvania  Railroad's  per- 
centage of  affected  to  total  tonnage  is  5%.  If  that  com- 
pany's tonnage  of  coal  and  coke  alone  be  excluded,  the 
percentage  rises  from  5%  to  21^.  The  New  York  Cen- 
tral's percentage  is  27^.  If  that  company's  tonnage  of 
coal,  coke,  ore  and  manufactured  iron  and  steel  articles, 
amounting  to  approximately  20,000,000  tons  as  estimated 
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above,  is  excluded,  the  percentage  rises  from  27^  to 
approximately  50%.  The  Big  Four,  a  carrier  which  Mr. 
Barlow  omitted  to  include  in  his  statement,  shows  a  total 
tonnage  of  20,643,309,  of  which  11,293,965,  or  approxi- 
mately 55^,  will  be  affected  by  the  proposed  increases  in 
rates,  making  no  deduction  in  the  case  of  this  company 
for  the  tonnage  of  commodities  upon  which  rates  have 
heretofore  been  advanced. 

Mr.  Barlow's  second  and  third  objections  that  substan- 
tially 40^  of  the  increase  is  placed  upon  the  first  class, 
and  substantially  75  %  on  the  first  three  classes,  are  based 
upon  a  statistical  table  prepared  by  the  Trunk  Line  As- 
sociation for  the  carriers  embraced  therein,  showing  the 
total  tonnage  of  westbound  freight  traffic  from  New  York 
City  destined  to  and  beyond  the  western  termini  of  the 
trunk  lines,  embracing  all-rail,  rail-and-lake,  and  so-called 
California  or  Pacific  Coast  traffic  for  the  year  1909. 

In  using  the  figures  contained  in  the  statement,   Mr. 
Barlow  estimates  that  if  all  of  the  traffic  embraced  therein 
was   transported   under  class  rates,  and  all  of  the  traffic 
was  transported  to  Chicago  at  the  rates  applicable  thereto, 
the  advance  in  rates  would  be  $2,663,323  the  distribution 
of  which  as  between  the  six  classes  would  be  43.8^,  13^, 
18.3^,  6.1^,  16.6^  and  2%  respectively.     Mr.   Barlow's 
calculation  is  inaccurate  and  misleading,  for  the  reason 
that   the   statement   includes    tonnage    destined   to   the 
western  termini  of  the  trunk  lines  and  to  all  points  be- 
yond.    This  traffic  is  carried  under  widely  varying  rates, 
which  yield  in  numerous  instances  less  revenue  than  that 
accruing  under  class  rates  applicable  from  New  York  to 
Chicago.     The  statement  is  further  misleading  in  that  it 


takes  the  tonnage  from  New  York  City,  a  point  from 
which,  as  is  well  known,  the  volume  of  shipments  of 
high-class  traffic  tremendously  exceeds  that  from  any 
other  point  in  the  United  States. 

A  much  more  accurate  approximation  to  the  probable 
distribution  of  the  increased  revenue  from  the  proposed 
rates  among  the  various  classes  of  traffic  is  afforded  by  the 
statistics  of  estimated  revenue,  furnished  by  the  carriers. 
The  six-day  studies  of  the  principal  New  York  Central 
lines  indicate  the  following  distribution. 


CLASSES.  N,  Y.  C. 

PER  CENT. 

1st 20.49 

2nd 10.21 

3rd 10.03 

t  2  and  3  Classes 40.73 

Rule  25 3.16 

Rule  26 3.09 

1.  2  &  3  and  Rules  25  &  26.  46 .  98 

4th 6.67 

5th 15.28 

6th 4.62 

4,  5  and  6  Classes 26.57 

Rule  28 

4.  5  &  6  and  Rule  28 26.57 

4  times  Ist .04 

3      ••       "   ...  .13 

21^  •'       "   .02 

2      ••       ••  .69 

114  "      "  1-56 

114  •'       "  .12 

In  Excess  of  1st  Class 2.56 

Minimum 2.71 

Total  all  Classes 78.82 

Commodities 21 .  18 

Total 100.00 


c.  c.  c. 

Ij.  »•  oC  Ai«  S» 

M.  C. 

&  ST.  L. 

PER  CENT. 

PER  CENT. 

PER  CENT 

23.86 

20.46 

21.00 

12.58 

8.39 

8.84 

10.99 

7.44 

8.48 

47.43 

36.29 

38.32 

3.60 

2.46 

3.82 

3.62 

2.63 

2.75 

54.65 

41.38 

44.89 

3.62 

8.06 

7.50 

15.53 

16.31 

12.83 

4.10 

4.27 

3.78 

23.25 

28.64 

24.11 

.22 

.34 

.21 

23.47 

28.98 

24.32 

.02 

.04 

.08 

.26 

.19 

.10 

.07 

.04 

•  t  •  • 

1.27 

.68 

.78 

1.76 

1.45 

1.94 

.12 

.14 

.56 

3.50 

2.54 

3.46 

4.00 

3.30 

3.14 

85.62 

76.20 

75.81 

14.38 

23.80 

24.19 

100.00 


100.00 


100.00 


-«■ 
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The  percentages  above  given  should  also  be  noted  in 
connection  with  Mr.  Barlow's  Exhibit  B,  which  takes  the 
Pennsylvania  Railroad,  Pennsylvania  Company,  P.  C.  C. 
&  St.  L.  Ry.  Co.,  Vandalia,  Grand  Rapids  &  Indiana, 
Lake  Shore  and  New  York  Central,  for  the  purpose  of 
showing  that  averaging  the  percentages  of  these  com- 
panies SA.lfc  of  the  estimated  increase  in  revenue  will  be 
derived  from  class  traffic,  leaving  15.3^  to  be  derived  from 
commodity  traffic.  The  carriers  named,  as  has  been 
pointed  out,  include  some  of  the  largest  carriers  of  coal, 
coke  and  iron  ore,  and  manufactured  iron  and  steel 
articles.  The  percentages  of  these  companies,  taken 
separately,  and  including  other  companies  not  included 
in  Mr.  Barlow's  exhibit,  are  as  follows: 

ESTIMATED  IN-  ESTIMATED  IN- 

CREASE FROM  CREASE  FROM 

CLASS  TRAFFIC.  COMMODITY 

TRAFFIC. 
PER  CENT.  PER  CENT. 

1>.  R.R 86.3  13.7 

Pennsylvania  Co 89.1  10.9 

P.  C.  C.  &  St.  L.  Ry 92  8 

Vandalia 79-1  ^0.9 

G.  R.  &  I.  Ry '^"2.2  23.8 

N.Y.  C.  &H.  R... 78.8  21.2 

L.S.  &M.S 85.6  14.4 

M  C      76.2  23.8. 

C.C.  C.  &St.  L 75.8  24.2 

Erie 88.3  11.7 

Mr.  Barlow's  objection  respecting  the  financial  condi- 
tion of  the  carriers  is  separately  dealt  with. 

The  fifth  objection  has  already  been  dealt  with  in  this 

brief. 

The  sixth  objection,  that  the  proposed  percentage  rela- 
tion between  the  classes  is  unjust,  needs  only  the  obser- 
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vation  that  a  horizontal  percentage  increase  between  all 
points  in  the  territory  is  simply  impossible  without  a 
complete  reconstruction  of  the  existing  fabric. 

The  seventh  objection,  that  the  present  class  scale  has 
been  in  effect  for  so  long  a  time,  so  far  from  the  sugges- 
tion that  it  should  be  maintained  or  reduced,  furnishes 
one  of  the  principal  reasons  why  it  should  be  increased. 

Mr.  Barlow's  general  position,  like  that  of  Mr.  Ives, 
was  purely  negative.  When  pressed  to  suggest  a  work- 
able plan  by  which  an  increase  in  revenue  could  be  made, 
assuming  that  to  be  needed,  he  utterly  failed  to  make  any 
practical  suggestion. 

IV. 

CARRIERS   HAVE  SUSTAINED   THE   BURDEN  OF 

PROOF. 

Assuming  the  existence  of  a  power  in  Congress  to  re- 
quire railroad  companies  to  establish  to  the  satisfaction 
of  this  Commission  that  an  advance  in  their  rates  is  rea- 
sonable, preliminarily  to  the  advance  becoming  effective, 
and  that  Congress  has  imposed  this  obligation  upon  rail- 
road companies  by  the  provisions  of  the  Act  of  June  18, 
1910,  it  is  submitted  that  the  companies  concerned  in  the 
X>resent  proceeding  have  by  the  evidence  which  they  have 
presented  discharged  this  burden. 

The  Act  of  June  18,  1910,  by  its  terms,  provides  that 
* 'At  any  hearing  involving  a  rate  *  *  *  sought  to  be 
increased  after  the  passage  of  this  Act,  the  burden  of 
proof  to  show  that  the  *  *  *  proposed  increased 
rate  is  just    and  reasonable  shall  be  upon  the  common 
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If  we  have  regard  merely  to  the  language  used,  there  is 
some  basis  for  the  contention  that  it  is  incumbent  upon 
the  carrier  to  prove  that  the  proposed  rate  is  reasonable. 
But  if  this  had  been  the  intention  of  Congress,  it  would 
have  been  more  clearly  and  more  naturally  expressed  by 
a  requirement  that  the  carriers  must  establish  the  reason- 
ableness of  the  pro/?ose^  ra^e  and  not  of  the  ^^ proposed 
increased  rate.''''  The  use  of  the  word  "increased" 
strongly  indicates  that  the  purpose  of  the  framers  of  tlie 
Act  was  to  require  the  carriers  to  establish  the  reason- 
ableness of  the  rate  in  so  far  as  it  was  an  increased  rate 
over  that  theretofore  existing. 

But  when  the  question  is  considered  apart  from  the 
language,  merely,  and  in  connection  with  the  general  scope 
and  effect  of  the  Act,  it  seems  to  be  reasonably  clear  tliut 
Congress  by  the  provision  in  question  did  not  intend  to 
require  that  carriers,  in  the  event  of  an  advance  in  their 
rate  being  challenged,  would  have  to  go  further  than  to 
show  a  good  reason  for  the  advance.  It  is  clear  that 
in  respect  to  the  rate  in  existence  prior  to  January 
1st,  1910,  Congress  has  not  imposed  upon  the 
carrier  the  duty  of  establishing  primarily  its  justice 
and  reasonableness  in  the  event  of  a  proceeding  being 
initiated  questioning  or  attacking  its  reasonableness, 
whether  the  proceeding  be  initiated  by  a  complain- 
ing shipper  or  by  the  Commission  itself  under  author- 
ity conferred  by  Section  13  of  the  Act,  and  it  would 
be  wholly  unreasonable,  and  consequently  indefensible, 
construction  to  hold  that  Congress  intended  that  an  exist- 
ing rate  should  be  presumed  reasonable  until  the  contrary 
were  established  in  a  case  where  the   inquiry   arose   in 


respect  to  a  rate  not  advanced,  but  that  no  such  pre- 
sumption should  be  indulged  as  to  the  existing  rate  when 
the  carrier  was  seeking  or  proposing  to  advanced  it. 
Clearly,  the  power  to  suspend  a  proposed  advanced  rate 
pending  the  final  determination  as  to  its  reasonableness 
which  has  been  conferred  upon  this  Commission,  extends 
no  further  than  to  so  much  of  the  rate  as  represents  the  ad- 
vance over  tlie  old  rate,  for  as  the  result  of  the  suspension 
of  the  new  rate  the  old  one  necessarily  remains  in  force. 
And  it  necessarily  follows  from  this  consideration  that 
the  Commission's  power  of  suspension  cannot  be  exercised 
when  the  evidence  warrants  the  proposed  advance,  and 
it  would  be  a  wholly  inadmissible  construction  of  the 
Act  that  would  lead  to  the  anomalous  result  that  upon 
the  same  and  identical  state  of  facts  this  Commission 
could  not  suspend  an  advance  because  the  carrier  had 
justified  it,  but  would  have  to  hold  the  advanced  rate  as 
a  whole  unlawful. 

The  Act  makes  no  distinction  as  to  the  extent  of  the 
burden  of  proof  which  the  carrier  must  assume  when  a 
proposed  advanced  rate  is  subjected  to  the  scrutiny  of  this 
Commission  :  "At  any  hearing  involving  a  rate,  etc.,  the 
burden  of  proof  shall  be  upon  the  carrier,"  is  the  language 
used,  and  it  necessarily  follows,  therefore,  that  proof 
which  will  discharge  the  burden  when  suspension  is  under 
consideration  must  equally  do  so  when  the  inquiry  has  to 
do  with  the  final  determination  of  the  reasonableness  of 
the  advanced  rate. 

This  view  of  the  obligation  imposed  by  the  Act  of  1910, 
is  in  accord  with  the  obligation  imposed  upou  railroad 
companies  by  the  English  Acts  which  have  dealt  with  the 
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same  subject.  By  these  Acts  the  burden  of  proof  which  is 
put  upon  the  companies  is  specifically  confined  to  proof 
*' That  the  increase  of  the  rate  or  charge  is  reasonable.'* 
Such  difference  as  exists  in  the  phraseology  is  immaterial 
when  the  object  of  the  legislation  of  both  countries  is  con- 
sidered. This  object  was  the  prevention  of  the  collection 
of  increased  transportation  charges  until  satisfactory  rea- 
sons for  the  advance  had  been  submitted  by  the  carriers. 
Considering  the  extent  of  the  obligation  which  Congress 
has  undertaken  to  impose  upon  carriers  when  advances  in 
their  rates  are  under  consideration,  it  is  submitted  that 
Congress  intended  nothing  more  than  by  legislative  enact- 
ment to  impose  upon  carriers  an  obligation  which  had 
already  measurably  been  imposed  upon  them  by  the 
decisions  of  this  Commission. 

In  several  cases  it  has  been  held  by  this  Commission 
that  where  carriers  undertake  to  advance  rates  which 
have  been  in  force  for  a  considerable  period  of  time,  the 
burden  is  upon  them  to  establish  some  justification  for  the 
advance  made.  It  would  not  be  profitable  to  take  up  the 
time  necessary  to  refer  to  all  of  these  decisions.  It  will 
suffice  to  refer  to  one  of  the  latest,  that  of  Pacific  Coast 
Lumber  Manufacturers'  Association  vs.  Northern  Pacific 
Railway  Company,  14  I.  C.  C.  Rep.,  23,  where  Commis- 
sioner Clements,  after  considering  the  effect  of  the  pre- 
vious decisions  of  the  Commission  and  of  the  decision  of 
the  Supreme  Court  of  the  United  States  in  Interstate 
Commerce  Commission  vs.  Chicago  Great  Western  Rail- 
way Company,  209  U.  S.  108,  said,  after  quoting  from 
the  decision  just  mentioned : 

"This  is  a  mere  affirmance  of  what  the  Act  to 
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Regulate  Commerce  itself  recognizes  as  a  right  of  the 
carriers,  viz.,  the  right  to  initiate  rates.  And  it  must 
be  apparent  that  were  a  presumption  of  wrong  to 
attach  to  any  change  in  rates  which  the  carriers  are 
authorized  to  establish,  this  must  result  in  a  denial 
of  the  free  exercise  of  the  right  guaranteed  by  the 
Act.  But  it  would  be  going  far  to  say  that  the 
language  above  quoted  is  authority  for  the  inference 
that  the  Supreme  Court  does  not  still  recognize  the 
principle  that  a  rate  which  has  been  in  force  for  a 
long  period  of  years,  and  with  respect  to  which  com 
mercial  conditions  have  been  adjusted,  which  rate 
has  presumably  afforded  a  reasonable  return  to  the 
carrier,  may  not  be  materially  advanced  without  im- 
posing upon  the  carriers  the  burden  of  justifying  the 
increase." 


In  the  case  alluded  to,  the  Supreme  Court  of  the 
United  States,  in  considering  the  propriety  of  an  advance 
in  rates  made  by  a  carrier,  had  made  use  of  this  ex- 
pression : 

**  It  must  also  be  remembered  that  there  is  no  pre- 
sumption of  wrong  arising  from  a  change  of  rate  by  a 
carrier.  *  *  *  Undoubtedly  when  rates  are 
changed  the  carrier  making  the  change  must,  wJien 
properly  called  upon,  be  able  to  give  a  good  reason 
therefor,  but  the  mere  fact  that  a  rate  has  been  raised 
carries  with  it  no  presumption  that  it  was  not  right- 
fully done." 

The  words  italicized  in  the  above  extract  from  the 
Court's  opinion  clearly  indicate  that  in  the  view  of  the 
Supreme  Court  of  the  United  States  the  carrier  was  not 
required  to  justify  an  advance  in  its  rates  unless  properly 
called  upon  to  do  so.  What  would  constitute  a  sufficient 
challenge  or  call  for  such  justification  was  not  defined  by 
the  Court. 

The  decision  of  the  Supreme  Court  settled  the  law  to 
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the  effect  tliat  the  carriers  by  advancing  rates  imposed  no 
bnrden  upon  themselves  to  justify  the  advances  until  they 
were  properly  called  upon  to  do  so,  and  the  question  was 
left  open,  as  we  have  said,  as  to  what  facts  or  conditions 
would  create  a  situation  which  required  or  called  upon 
the  carrier  to  justify  what  it  had  done. 

In  this  state  of  the  law,  Congress  intervenes  and  itself 
declares  under  what  circumstances  carriers  shall  be  re- 
quired to  affirmatively  establish  the  reasonableness  of 
advance  in  rates.  But  when  they  speak,  as  they  do  in 
the  clause  which  we  are  considering,  of  the  **  burden  of 
proof,"  are  we  not  fully  warranted  in  claiming  that  what 
they  had  in  mind  was  the  burden  of  proof  which  this 
Commission  had  held  must  be  assumed  by  carriers  when 
advances  in  long  established  rates  were  made,  and  that  it 
was  not  intended  by  the  language  used  to  impose  upon 
carriers  any  greater  or  more  burdensome  obligation? 
Clearly,  we  think  that  such  a  constrnction  is  not  only 
warranted,  but  required,  when  all  the  circumstances  con- 
nected with  or  surrounding  the  question  with  which  Con- 
gress was  dealing  are  taken  into  consideration. 

Tn  the  present  case  it  is  immaterial  whether  the  burden 
of  proof  is  limited  to  the  increase  merely,  or  extends  to 
the  increased  rate,  for  the  burden,  whichever  it  be,  has, 
we  submit,  been  met  and  discharged.  As  we  have  shown, 
the  facts  not  merely  warrant,  but  require  that  the  present 
rate  should,  for  the  purposes  of  this  inquiry,  be  regarded 
and  treated  as,  at  least,  not  excessive.  As  has  been 
shown,  class  rates  as  they  now  exist  have  been  in  force 
for  many  years,  and  while  commodity  rates  as  now  estab- 


lished have  not  been  in  force  so  long  a  time,  the  evidence 
has  shown,  and  it  is  within  the  knowledge  of  this  Com- 
mission, that  these  rates  have  been  adjusted  from  time  to 
time  to  commercial  conditions.  The  extent  to  which  the 
present  rates,  and  those  heretofore  existing,  have  made 
possible  the  growth  and  development  of  the  country's  re- 
sources is  of  course  known  to  this  Commission.  The 
statistics  compiled  and  published  by  this  Commission  suf- 
ficiently indicate  the  extent  of  the  increase  and  the  volume 
of  traffic  transported  by  the  carriers  whose  lines  are  em- 
braced in  the  territory  in  which  it  is  proposed  to  advance  the 
rates  which  are  now  under  consideration  by  this  Commis- 
sion. It  appears  from  these  statistics  that  in  the  year  end- 
ing June  30th,  1903,  the  number  of  tons  of  freight  carried 
one  mile  by  the  companies  embraced  in  what  are  designated 
in  these  statistics  as  groups  2  and  3,  in  which  groups  are  in- 
cluded the  lines  of  most  of  the  companies  whose  rates  are 
now  under  consideration,  aggregated  82,000,000,000  tons; 
^hile  in  the  year  ending  June  30th,  1908,  the  statistics 
for  this  year  being  the  latest  available,  this  figure  had 
grown  to  102,000,000,000  tons,  an  increase  of  almost  25^. 
Such  evidence  as  was  adduced  in  the  present  proceeding 
furnished  some  noteworthv  illustrations  of  the  free  move- 
ment  of  traffic  under  the  present  rates.  Manufacturers  of 
shoes  in  New  England  have  been  able  to  sell  their  product 
in  Chicago  or  St.  Louis  in  competition  with  manufacturers 
in  St.  Louis.  The  St.  Louis  manufacturer  has  in  turn 
competed  with  the  New  England  manufacturer  in  New 
England  markets.  Manufacturers  of  furniture  located  at 
Grand   Rapids,    Mich.,    sell   their  product  in    territory 
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reached  through  the  cities  of  Chicago  and  Cincinnati, 
where  other  manufacturers  making  the  same  grade  of 
goods  are  located.  New  England  manufacturers  of  candy 
ship  their  product  all  over  the  country. 

Upon  well-known  facts  of  this  character,  and  upon  the 
knowledge  possessed  by  the  Commission  of  the  rate  struc- 
ture throughout  official  classification  territory,  as  evi- 
denced in  the  report  of  the  Commission,  we  confidently 
assume  that  the  burden  of  proof  to  be  sustained  by  the 
carriers  in  this  proceeding  is  that  relating  to  the  reason- 
ableness of  the  proposed  increases. 

It  was  suggested  in  the  course  of  the  hearings,  and  in 
a  brief  filed  with  the  Commission  by  Mr.  William  A. 
Glasgow,  Jr.,  that  the  carriers  have  not  discharged  the 
burden  of  proof  because  they  have  failed  to  establish  by 
affirmative  proof  the  reasonableness  of  the  increase  on 
each  specific  article  of  the  many  thousand  articles  em- 
braced in  the  official  classification,  the  rate  on  which  will 
be  advanced  if  the  advance  in  class  rates  becomes  effective. 

This,  we  submit,  is  a  totally  erroneous  view  of  the 
matter. 

The  Interstate  Commerce  Act  permits  and  indeed  re- 
quires classification  for  the  purposes  of  rate  making,  and 
a  classification  has  accordingly  been  made  and  is  on  file 
with  the  Commission. 

If  the  companies  have  demonstrated,  as  we  believe  they 
have,  that  an  advance  in  the  class  rates  is  warranted,  and 
that  the  advances  proposed  to  be  made  therein  are  rea- 
sonable, then  it  necessarily  results,  we  submit,  that  the 
reasonableness  of  the  advance,  as  applicable  to  all  articles 
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embraced  in  the  classes,  has  been  thereby  established, 
and,  if  the  circumstances  surrounding  or  connected  with 
the  transportation  of  any  particular  article  are  such  that, 
for  some  reason,  it  ought  to  be  relieved  from  the  advance 
to  which  it  will  be  subjected,  this  fact  would  not  tend  to 
establish  that  the  advance  made  in  the  rate  on  the  par- 
ticular class  which  embraced  this  article  was  not  war- 
ranted, but  it  would  only  tend  to  establish  that  the 
classification  of  that  article  should  be  changed. 

It  is  no  answer  to  this  view  to  call  attention  to  the  fact 
that,  if  an  advance  has  been  made  in  the  rate  on  this 
article  alone,  the  burden  then  would  have  been  upon  the 
carrier  to  justify  that  particular  advance,  for  that  result 
would  follow  in  the  case  instanced  because  that  particular 
rate  had  been  advanced  and,  as  a  consequence,  the  article 
had  been  treated  as  standing  alone  and  not  as  one  of  a 
class.  But  given  the  case  in  which  articles  are  properly 
embraced  in  one  class — and,  so  far  as  the  present  classi- 
fication is  <!oncerned,  it  is  to  be  presumed  that  the  enumera- 
tioD  made  therein  of  various  articles  under  the  respective 
classes  is  fair  and  reasonable — and  the  carrier  shows  that 
conditions  have  arisen  which  justify  an  advance  in  the 
rate,  not  on  any  one  article  of  the  class  as  distinguished 
from  another,  but  on  the  class  as  a  whole,  it  would  be 
extending  the  doctrine  of  burden  of  proof  beyond  all 
•reasonable  bounds  to  hold  that  the  carrier  must  go  further 
and  must  prove  that  no  conditions  exist  in  respect  to  any 
one  of  the  articles  enumerated  in  the  class  which  should 
operate  to  relieve  it  from  the  payment  of  the  advanced 
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rate.  An  inquiry  of  this  character,  involving  the  many- 
thousand  articles  in  the  six  classes  of  the  official  classiti- 
cation,  would  require  years  for  its  completion. 


KespectfuUy  submitted, 


FRANCIS  I.  GOWEN. 
CLYDE  BROWN, 
O.  E.  BUTTERFIELD. 
HUGH  L.  BOND,  Jr., 
GEORGE  F.  BROWNELL, 
HERBERT  A.  TAYLOR, 
EDWARD  D.  ROBBINS, 
LUCIEN  HUGH  ALEXANDER, 
J.  L.  MINNIS, 

Of  Counsel. 
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"Today  a  nrw  condition  of  aflTnlra  hai«  come  abont.    Th«  credit  of  the 

American  rallroadu  laaii  been  placed  in  .he  hnnds  of  this  ConimUslon.*' 

-Pbemdent  Wi^i,ard  of  B.  &  O.  Railroad,  Record   Eastern  Case,  Docket  No    3400 
p.  2185.  • 

"Our  new  railway  act  g^oeg  mnch  further  and  «?reatly  Increases  the 
powers  and  duties  of  the  InteiKtate  Commerce  Commission.  The  dis- 
cretion of  the  Commts»loneri«,  not  within  Jndicinl  control  by  appeal, 
is  now  verjr  widr,  and  they  have  in  their  hnnd^  for  the  weal  or  woe  of 
general  business  a  power  that  sometiiues  makes  one  tremble."-PaEsiDBNT 
TArr,  in  New  York,  October  I,  1910. 
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ARGUMENT. 

Words  from  such  sources  aud  of  such  a  character  as 
those  at  the  top  of  this  page,  fraught  as  they  are  with 
so  much  of  serious  import  for  the  future,  are  startling 
in  their  plainness  and  clearness  of  meaning,  and  must 
give  us  cause  for  pause. 

It  would  be  idle  for  the  American  people  to  ignore 
the  fact  that  a  revolution  was  brought  about  in  the 
railway  world  in  June,  1910,  when  the  Congress  placed 
in  the  hands  of  this  Commission  **control  of  the 
purse"  of  all  interstate  railways,  thereby  delegating 
the  power  over  them  of  virtual  life  and  death,  for 
while  the  Commission's  power  must  be  exercised 
within  the  limits  of  constitutional  prerogative,  a 
serious  error  by  this  Commission  would  not  only  para- 
lyze railway  development  thruout  the  country,  but 
1-K 
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would  force  many  carriers  into  insolvency  before  con- 
stitutional restraints  could  be  effectively  invoked.  It 
is  well  to  recall  tbat  one  of  the  master  minds  of  the 
last  century,  Herbert  Spencer,  declared  in  his  Syn- 
thetic Philosophy : 

"Beyond  the  primary  truth  that  no  idea  of  a  part  can  be 
formed  without  a  nascent  idea  of  some  whole  to  which  it 
belongs,  there  is  a  secondary  truth  that  there  can  be  no  cor- 
rect idea  of  a  part  without  a  correct  idea  of  the  correlative 
whole/' 

We  in  our  American  way  express  it  more  tersely 
when  we  say  we  must  get  things  into. true  perspective. 
In  the  effort,  in  dealing  with  the  railroad  problem,  to 
get  the  desired  perspective,  it  is  necessary  to  consider 
the  relationship  of  the  present  situation,  not  only  to 
the  past,  but  particularly  to  the  future,  for  in  the  pro- 
ceedings  pending,  principles  will  be  enunciated  and  a 
policy  declared,  born  of  the  experiences  of  the  past  and 
of  a  prognosis  of  the  future,  which  will  have  an  all- 
potent  influence,  thru  the  next  few  years  at  least, 
upon  the  welfare,  not  only  of  the  railroads  of  the  coun- 
try, but  upon  the  commercial  and  industrial  life  of  the 
entire  body  of  the  American  people,  and  perhaps  upon 
the  destiny  of  the  government  itself,— for  who  shall 
say  to  what  dire  consequences  enforced  government 
ownership  might  not  lead  on  the  American  continent! 
Within  the  present  decade  the  railroad  situation 
was  such  as  to  call  forth,  less  than  three  years  ago, 
the  following  public  expression  of  view  from  the  long- 
time chairman  of  this  Commission,  Hon.  Martin  A. 


AGITATION    IN    THE   PAST. 


3 


I 


^1 


Knapp,    the   President   Judge   of   the   newly-created 
United  States  Court  of  Commerce : 

"We  are  nearing  the  end,  let  us  hope,  of  a  period  of  vio- 
lent and  sometimes  misdirected  agitation,  an  agitation  pro- 
voked by  methods  and  practices  long  in  vogue,  but  now 
happily  nowhere  defended,  when  we  may  confidently  ex- 
pect an  early  and  healthy  reaction  in  public  sentiment."  * 

This  was  in  May,  1908.  Two  years  pass,  and  in  an 
effort  to  solve  the  American  railroad  problem,  Con- 
gress gives  to  the  Interstate  Commerce  Commission 
the  increased  power  embodied  in  the  legislation  of 
18  June,  1910,  thereby  bringing  about  a  complete  revo- 
lution in  the  rate-making  power,  one  which  caused 
President  Taft,  wuthin  four  months  of  the  enactment, 
to  declare  in  a  public  address  in  New  York  City  that 
^^they  [the  Commission]  have  in  their  hands,  for  the 
iveal  or  woe  of  general  business,  a  power  that  some- 
tixnes  makes  one  tremble,''  That  the  Commission 
understands  the  seriousness  of  the  situation  is  evi- 
denced by  the  fact  that  in  the  Eastern  and  Western 
proceedings  they  have  taken  approximately  10,000 
pages  of  testimony. 

We  should  remember  that  revolutions  are  the  mile- 
stones of  civilization,  and  that  they  more  frequently 
mark  advances  than  retrogression,  and  it  is  not  always 
the  power  itself,  but  the  erroneous  exercise  of  the 
power,  that  is  fraught  with  danger;  but  if  such  vast 
power  as  is  to  be  exercised  by  this  Commission,  or  by 
any  commission,  is  not  reviewable,  because  clothed  in 

*The  Annals  for  1908,  the  Amer.  Acad.  Pol.  and  Soc.  Sc. 
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the  garb  of  an  administrative  or  legislative  function, 
well  may  the  President  and  people  of  this  nation 
tremble. 

A  Grave  Constitutional  Problem. 

The  work  of  the  Interstate  Commission  Commission 
in  the  past  has  been  productive  of  so  much  good  and 
has  prevented  so  much  in  the  way  of  evil  results,  that 
it  would  seem  almost  ungracious  to  call  attention,  in 
the  opening  portions  of  this  brief,  to  a  grave  consti- 
tutional question  which  presents  itself, — one  which, 
however,  should  not  be  passed  without  comment,  altho 
of  course  this  is  not  the  forum  for  the  argument  or  set- 
tlement of  such  an  issue. 

The  point  is  this:  If  it  be  true,  and  it  is  certainly 
beyond  dispute,  that  the  Congress  in  the  exercise  of 
its  legislative  functions  has  established  a  standard  for 
railway  rates  by  declaring  that  they  must  be  just  and 
reasonable,  it  is  equally  true  that  the  Congress  has 
endeavored  to  confer  upon  the  Commission  the  power 
to  determine  the  issue  as  to  whether  a  given  rate  or 
fabric  of  rates  is  within  the  standard  so  established 
and  to  issue  a  restraining  order,  in  fact  mi  injunction, 
prohibiting  the  collection  of  such  rate  or  rates,  if  con- 
vinced that  they  are  unlawful. 

If  this  power  sought  to  be  conferred  is  merely  the 
exercise  of  an  administrative  function,  analagous  to 
the  determination  of  the  height  of  a  bridge  over  a  navi- 
gable stream,  then  there  can  be  no  doubt  but  that  the 
exercise  of  the  power  by  the  Commission  is  constitu- 
tional; but,  on  the  other  hand,  if  the  determination  of 
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the  issue  as  to  whether  the  .^iven  rate  or  fabric  of  rates 
is  or  is  not  within  the  standard  established  by  the 
Congress,  and  the  issuance  by  the  Commission  of 
an  injunction  constitute  in  fact  the  exercise  of 
judicial  powers,  then  the  broad  constitutional  question 
presents  itself,  tho  to  state  it  is  to  answer  it,  whether 
Congress  has  the  authority,  under  the  Constitution,  to 
vest  such  judicial  power  in  any  group  of  persons,  the 
members  of  which  hold  their  offices  only  for  a  term  of 
seven  years  instead  of  during  good  behavior,  as  re- 
quired under  Article  III,  Section  1,  of  the  Constitution 
of  the  United  States  in  the  cases  of  all  those  author- 
ized to  exercise  the  judicial  power  of  the  United  States, 
and  the  sole  object  of  which  provision  was  to  secure 
for  the  exercise  of  the  judicial  power,  vested  by  the 
people  of  the  nation,  thru  the  Constitution,  in  the  gov- 
ernment of  the  United  States,  a  body  of  men  more  in- 
dependent if  appointed  during  good  behavior,  that  is, 
for  life,  than  it  was  believed  they  could  be  if  they 
served  only  during  a  term  of  years  with  the  mere  pos- 
sibility of  reappointment  before  them.  A  study  of  the 
debates  in  the  United  States  Constitutional  Conven- 
tion will  establish  beyond  dispute  that  this  was  the 
reason  which  brought  about  this  constitutional  require- 
ment. 

While  this  question  as  to  the  nature  of  the  powers 
conferred  upon  the  Commission  has  been  considered 
by  some  of  our  courts  prior  to  the  legislation  of  1910, 
it  may  well  be  doubted  if  it  has  been  passed  upon 
finally,  especially  in  view  of  the  fact  that  the  power 
now  conferred  by  the  Act  of  18  June,  1910,  is  vastly 
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greater  both  in  its  operation  and  effects  tlian  any  here- 
tofore exercised  by  the  Commission. 

The  following  words  of  Chief  Justice  White,  of  the 
Supreme  Court  of  the  United  States,  in  a  recent  de- 
cision by  that  tribunal,  declaring  the  points  to  be  con- 
sidered by  the  court  in  passing  upon  an  order  of  the 
Commission,  are  pertinent  and  suggestive,  particu- 
larly the  portions  under  ''c,''  which  we  place  in  italics : 

''Be vend  controversv,  in  determining  whether  an  order 
of  tlie  commission  shall  be  suspended  or  set  aside,  we  must 

consider, 

a,    all    relevant    questions    of    constitutional    power    or 

right ; 

''b,  all  pertinent  questions  as  to  whether  the  adminis- 
trative order  is  within  the  scope  of  the  delegated  authority 
under  which  it  purports  to  ha\  e  been  made ;  and, 

"c,  a  proposition  which  lue  state  independently,  al- 
though in  its  essence  it  may  be  contained  in  the  previous 
one,  viz.,  whether,  even  although  the  order  be  in  form 
ivithin  the  delegated  power,  nevertheless  it  must  be  treated 
as  not  embraced  therein,  because  the  exertion  of  authority 
which  is  questioned  has  been  manifested  in  such  an  unrea- 
sonable hianner  as  to  cause  it,  in  truth,  to  be  within  the  ele- 
mentary rule  that  the  substance,  and  not  the  shadow,  deter- 
mines the  validity  of  the  exercise  of  the  power." 

Interstate  Commerce  Commission  v.  Illinois  Ceutrul 
R.  R.  Co,  215  U.  S,  452,  470. 

It  cannot  be  doubted  but  that  the  Commission,  qua 
Commission,  have  in  the  past  regarded  many  of  their 
functions  to  be  essentially  judicial  in  character,  for 
their  hearings  are  conducted  in  a  room,  presumably 
designed  with  the  approval  of  its  members,  the  ap- 
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pointments  of  which  are  similar  to  those  of  a  Court  of 
Justice  with  its  elevated  bench,  its  bar,  and  its  witness 
box ;  the  substance  as  well  as  the  form  of  the  proceed- 
ings conform  in  essential  particulars  to  those  of  a 
court,  the  members  of  the  bar  and  persons  present  rise 
as  a  mark  of  respect  when  the  Commission  enter  to 
hear  the  causes  pending,  and  the  members  of  the  Com- 
mission when  trying  cases  are  frequently  addressed, 
and  very  properly  so  if  their  functions  are  judicial, 
by  the  titles  ^Sludge"  and  *'Your  Honor.'' 

Whether  or  not  the  Commission  is  in  fact  and  in  sub- 
stance, irrespective  of  the  shadow,  a  body  exercising 
a  part  of  the  judicial  power  of  the  United  States,  it  is 
to  be  ho]>ed  that  some  method  for  the  solution  of  the 
constitutional  problem  may  T)e  found  to  avoid  the  chaos 
which  would  result  from  any  sudden  or  material 
change  in  the  plan,  under  which  the  Commission  is 
now  so  effectively  working. 

The  Needs  of  the  Toledo,  St.  Louis   and  Western 

Railroad  Company. 

This  carrier  and  the  Chicago  and  Alton  Railroad, 
which  it  controls,  constitute  a  system  directly  serving 
populous  sections  of  Ohio,  Indiana,  Illinois,  and  Mis- 
souri. They  together  operate  an  all-track  mileage  of 
1,824  miles  and  a  single-track  mileage  of  1,370  miles. 
Their  pressing  needs  are  succinctly  shown  by  the  Com- 
mission's ten-year  exhibits  of  cimiulative  statistics, 
which  establish  that  the  ten-year  average  per  cent  of 
annual  corporate  income  upon  the  capital  stock  out- 
standing of  the  Toledo,  St.  Louis  and  Western  Rail- 
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road  is  only  2.02  per  cent,  and  that  on  the  Chicago  and 
Alton  it  is"  but  3.32  per  cent.  For  the  latter,  the  an^ 
nual  operating  income  percentage  on  cost  of  road  and 
equipment  has  averaged,  during  the  last  ten  years,  but 
3.69  per  cent  per  annum,  and  for  the  former  only  -8- 

"^'oHhese  roads,  for  the  fiscal  year  1910,  compared 
with  that  of  1909,  the  Commission's  ten-year  s  ate- 
„.ents  show  that  there  has  been  in  ^'oth  of  these  items 
(per  cent  of  corporate  income  on  capital  stock  out^ 
standing  and  per  cent  of  operating  income  on  cost  of 
road  and  equipment)  a  marked  decrease. 

Vitallv  important  as  is  the  need  of  increased  reve^ 
nue  to  the  Toledo,  St.  Louis  and  Western  Radroad 
Company,   we   will    not   here    further    elaborate^  the 
situation,    as    it    is   clearly    shown    on    the    Commis 
Snt  ten-year  sheets,  and  for  the  additional  reason 

that  this  system  constitutes  but  a  ««>«"  P^^f  ^^f ^ 
the  total  mileage  of  the  carriers  Pleading  before  the 
Commission  in  the  present  proceedings,  and  we  recog- 
uize  that  the  forthcoming  decision  as  to  rates  will  be 
controlled,  to  a  large  extent,  by  a  general  v-w  of  the 
condition  of  all  the  carriers  operatmg  m  substantiallj 
the  same  territory. 

The  Vital  Issue  in  the  Case. 

We  will  accordingly  concentrate  this  brief  upon  the 

point  which  we  regard  as  the  dominant  one  from  tie 

standpoint  of  all  the  carriers  involved,  and  from    hut 

f  the  public  as  well,  to  wit,  the  question  as  to  whether 

:    not  Am    i  an  rai  ways  are  to  be  permitted  to  accu- 


THE   ABGLMENT.  » 

mulate  a  surplus  sufficient  to  take  care  of  obsolescence, 
to  maintain  credit,  and  to  keep  their  properties  abreast 
of  the  needs  of  the  time.  In  doing  so,  we  will  draw 
ad  libitum  from  the  luminous  testimony  of  the  four 
executive  heads  of  great  system.^,  who  appeared  before 
the  Commission  to  justify  the  proposed  increases  in 
rates.  President  McCrea  of  the  Pennsylvania  system, 
President  Brown  of  the  New  York  Central  Lines,  Pres- 
ident Ripley  of  the  Santa  Fe  system,  and  President 
Willard  of  the  Baltimore  and  Ohio. 

The  argument  will  be  presented  under  two  heads : 

I.  The  interests  of  the  public  welfare  demand  that 
the  common  carriers  of  the  nation  shall  be  permitted 
to  earn  sufficient  surplus  to  enable  their  development 
to  keep  pace  with  the  demands  of  the  times. 

IT.  Under  the  laiv  as  enacted  by  the  Congress  the 
responsibility  for  the  future  credit  of  American  rail- 
imys  rests  upon  the  Interstate  Commerce  Commission, 
and  this  credit  cannot  be  maintained  unless  the  Com- 
mission authorize  a  substantial  increase  in  revenue. 


The  interest  of  the  public  welfare  demands  that 
the  common  carriers  of  the  nation  shall  be  permitted 
to  earn  sufficient  surplus  to  enable  their  development 
to  keep  pace  with  the  demands  of  the  times. 

The  vast  influence  of  the  railways  upon  the  life  of  the 
American  people  cannot  be  better  indicated  than  by 
calling  attention  to  the  fact  that  in  the  fiscal  year  end- 
2-K 
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mg  June  30,  1910,  the  total  operating  revenues  of  all 
our  railways  amounted  to  $2,787,266,136.64,  and  the 
operating  expenses  to  $1,847,189,773.03,  and  that  the 
total  mileage  operated  was  a  trifle  over  239,052  miles. 
The  marvelous  growth  and  development  of  Ameri- 
can transportation  facilities  caused  Judge  Knapp  in 
1908,  when  chairman  of  the  Interstate  Commerce  Com- 
mission, to  exclaim: 

1  '7"  J"^  ™'°*^  '*  "*  *  ^^^^  impressive  fact,  so  great  as  to 
elude  the  grasp  of  imagination,  that  the  railway  traffic  of  the 
country  fully  doubled  in  the  first  seven  years"  of  this  twen- 
tieth  century." 

And  at  the  same  time  he  asserted,  in  his  carefully 
prepared  paper  before  the  American  Academy  of  Po- 
litical and  Social  Science:* 

•  The  Annals  of  same  for  1908. 

"Without  regard  to  the  personnel  of  railroad  otSciaN 
without  regard  primarily  to  the  interest  of  the  stockholdei-s' 
but  m  the  interest  of  public  welfare  and  national  property' 
we  must  permit  railway  earnings  to  be  adequate  for  railway 
improvement  at  advantage  and  profit." 

He  also  declared : 

"I  not  only  want  railway  earnings  to  permit  of  rapid  and 
sufficient  railway  extension,  with  increased  facilities  for  com- 
fort and  convenience   for  speed  and  .safety,  but  I  want  nil 
hat  to  be  accomplished  by  and  connected  with  the  nm«t 
liberal  compensation  to  an  adequate  force  of  competent  em- 

The  present  proceedings,  with  the  element  of  enor 
mous  wage  advances,  puts  this  closing  declaration  of 
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the  then  chairman  of  the  Commission  for  the  first  time 
to  practical  test.  President  McCrea  testified  (docket 
3400,  p.  1981) : 

'The  things  that  are  clear  to  us  are  that  there  have  been 
three  increases  of  wages,  together  with  adjustments,  and 
other  things  of  tliat  kind,  which  simply  show  that  [in  the 
last  ten  years]  the  employes  have  had  their  wages  increased 
33  per  cent.  Those  have  been  founded  on  the  claim  that  it 
was  necessary  they  should  have  them  to  meet  the  increased 
cost  of  living. 

*'Our  stockholders,  of  which  there  are  some  60,000  to 
70,000,  half  of  whom  are  women,  have  not  received  prac- 
tically any  increase  in  that  period.  They  are  receiving  to- 
day the  same  amount  that  they  received  ten  years  back,  and 
t/et  the  expenses  of  their  living  have  gone  up  just  as  much 
as  those  of  the  other  people.*^ 

No  one  can  doubt  but  that  President  Taft  clearly 
understood  the  damage  which  would  result  to  the  coun- 
try, from  a  failure  on  the  part  of  the  Commission  to 
take  a  broad  and  statesmanlike  view  of  the  situation, 
when  he  so  recently  declared  that  ''they  have  in  their 
hands  for  the  weal  or  woe  of  general  business  a  power 
that  sometimes  makes  one  tremble/' 

And  within  a  few  short  weeks  after  making  the 
statement  he  appointed  the  chairman  of  the  Commis- 
sion a  United  States  Circuit  Judge,  to  head  the  new 
Court  of  Commerce,  the  court  which  will  in  the  first 
instance  hear  such  appeals  as  may  be  taken  from  the 
decisions  of  the  Conamission. 

The  following  principle,  as  declared  by  eTudge 
Knapp  in  :May,  1908,  is  therefore  particularly  relevant 
now  and  should,  and  we  believe  necessarily  will,  have 
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great  weight  with  his  former  colleagues  upon  the  Com- 
mission.   He  said: 

"Whatever  may  be  our  national  or  State  policy  in  other 
respects,  whatever  regulations  may  be  prescribed  or  obliga- 
tions imposed,  there  must  be  the  opportunity  to  charge  rates 
which  will  give  sufficient  earnings  to  make  the  [railway] 
business  fairly  profitable  and  to  attract  the  needful  capital 
for  its  ample  extension. 

"*  ♦  *  in  the  interest  of  public  welfare  and  national 
prosperity  we  must  permit  railway  earnings  to  be  adequate 
for  railway  improvement  at  advantage  and  profit." 

With  all  deference  to  the  Commission,  it  is  sug- 
gested that  if  they  are  not  possessed  of  judicial  power, 
which  it  is  very  briefly  outlined  at  p.  4,  supra,  the 
Congress  has  in  effect  attempted  to  give  them,  and 
the  use  of  which  power  under  our  system  of  govern- 
ment is  always  subject  to  review  by  an  appellate 
court,  but  are  exercising  vast  and  far-reaching  dele- 
gated legislative  powers  in  determining  the  reason- 
ableness of  rates,  then  the  weighty  responsibility  can 
only  be  discharged  by  the  most  far-seeing  statesman- 
ship, which  will  take  into  view  in  the  broadest  possible 
manner  the  future  needs  of  the  country  and  the  pos- 
sible effects  thereon  of  the  pending  decision  in  so 
far  as  it  may  accelerate  or  interfere  with  the  flow  of 
capital  into  railway  development  within  the  next 
decade  or  score  of  years,  thereby  either  enhancing  our 
growth  as  a  nation  or  breeding  a  train  of  far-reaching 
disasters.  In  this  view  of  the  subject,  the  mere  thirty 
or  forty  millions  of  dollars  of  revenue  per  annum  in- 
volved to  the  carriers  in  the  present  proceedings, 
vastly  important  as  that  sum  is  to  their  present  needs, 
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sinks  to  insignificance,  and  the  great  principle  at  stake 
looms  across  the  horizon  as  dominating  the  situation. 

This  vast  legislative  power,  if  such  it  really  is  that 
the  Commission  is  exercising,  is  not  subject  to  review 
except  on  constitutional  grounds,  but  in  the  hands  of 
a  Commission  composed  of  seven  men  is  open  to  all 
the  objections  so  successfully  urged  at  the  founding 
of  our  present  government  in  1787  against  any  legis- 
lative body  not  bicameral  in  character,  for  it  was  then 
determined  that  two  independent  legislative  groups 
were  essential  to  good  legislation,  each  acting  as  a 
check  upon  the  other. 

In  the  light  of  all  this,  and  a  full  realization  of  the 
diflficulties  besetting  the  exercise  of  the  powers  of  the 
Commission  in  the  future,  of  whatever  character  they 
may  be,  it  is  not  improbable  that  President  Taft  in 
selecting  the  titular  head  of  the  Commission  to  pre- 
side over  the  new  Court  of  Commerce,  not  only  de- 
sired to  pay  this  compliment  to  the  Commission  for  its 
arduous  work  in  the  past,  but  believed  one  so  long 
familiar  with  the  Commission's  routine  duties  could 
better  lead  the  new  court  in  the  exercise  of  such  ap- 
})ellate  jurisdiction  as  has  thus  far  been  conferred 
upon  it  by  the  Congress — in  fact,  would  be  more  free 
from  restraint  in  encouraging  it  to  extend  the  full 
measure  of  its  powers  of  review,  whatever  they  may 
now  be  or  hereafter  may  become  as  the  result  of  fur- 
ther legislation.  However  this  may  be,  it  is  against 
the  genesis  of  our  Anglo-Saxon  institutions  that  vast 
uncontrollable  power  should  ])e  lodged  anywhere,  and 
certainly  in  a  republic  it  is  contrary  to  the  canons  of 
political  science. 
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If  a  deduction  from  these  arguments  may  be  ven- 
tured it  is  that  the  present  situation  demands  a  high 
order  not  only  of  administrative  ability,  but  of  states- 
manship on  the  part  of  the  Commission. 

The  Call  of  the  Future. 

But  great  as  has  been  railroad  expansion  in  the  past 
to  meet  our  marvelous  emnulative  growth  as  a  nation, 
the  pressing  question  is,  what  does  the  future  hold  in 
store?    President   Willard  testified    (docket  3400    p 
2179) : 

''One  of  the  ablest  railroad  men  we  have  in  this  cuuiiU\ . 
Mr.  James  J.  Hill,  has  said  that  the  railroads  should  .spend 
a  billion  dollars  a  year  for  five  years  to  pro  vide  the  additional 
facilities  required.  I  am  sure  that  the  only  way  in  which 
that  money  can  be  obtained  is  because  of  the  voluntary  giv- 
ing up  of  those  who  now  have  it,  and  they  will  not  give  it 
up  unless  they  get  something  instead  of  it  that  is  sufficiently 
attractive  so  that  they  want  it  as  against  any  other  thing/' 

President  Ripley,  basing  his  judgment  upon  his 
great  experience  in  the  development  of  the  West,  as- 
serted (docket  3500,  p.  62) : 

''Last  year,  the  year  just  closed,  it  [the  Hanta  Pe  system  1 
earned  8.8  per  cent.  Now,  you  ask  if  that  is  not  money 
enough,  and  I  say  most  emphatically  that  it  is  not  money 
enough.  It  is  not  money  enough  to  do  the  things  that  the 
public  expect  of  us,  the  things  that  we  must  do  if  we  are  to 
keep  abreast  of  the  times.  When  an  institution  as  large  a< 
ours  is  standing  still,  it  begins  to  go  backwards,  and  if  we 
are  to  meet  or  approximately  meet,  the  demands  of  the  pub- 
lic we  have  got  to  earn  a  very  much  larger  margin  than  we 
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have  earned  yet,  in  order  to  maintain  our  credit  and  obtain 
the  money  to  do  what  is  necessary  to  be  done.'' 

And  he  further  said  (p.  65) : 

"As  to  our  having  had  money  enough,  I  suppose  our  ex- 
perience is  the  same  as  that  of  most  other  railroads,  and  that 
is  that  there  has  never  been  a  time  when  we  did  not  have 
before  us  pressing  demands  for  two  or  three  or  four  times  as 
much  money  as  was  available/' 

President  McCrea  declared  (docket  3400,  p.  1951) : 

"The  Pennsylvania  Kailroad  and  many  of  the  roads  em- 
l>raced  in  its  system  were  built  at  a  time  when  it  w^as  ditlicult 
to  secure  capital  for  such  enterprises.  The  country  through 
which  the  roads  were  built  was  at  that  time  comparatively 
thinly  settled  and  the  business  light.  The  character  of  the 
construction  which  was  suitable  for  the  time  and  the  existing 
conditions  was,  to  a  large  extent,  unsuited  to  later  conditions. 

"The  safety  of  the  public  and  of  employes  required  elimi- 
nation of  grade  crossings  of  highways,  the  use  of  safety  ap- 
pliances, and  the  use  of  improved  materials  and  equipment, 
all  of  which  in  themselves  do  not  yield  much,  if  any,  net,' 
return,  and  it  was  to  meet  these  conditions  and  to  adapt  its 
road  and  equipment  to  modern  requirements  that  the  un- 
capitalized  earnings  in  the  form  of  surplus  have  been  so 
freely  spent." 

And  President  McCrea  also  testified  (docket  3400 
p.  1961) : 

"In  closing.  1  want  to  say  that,  based  on  mv  railroad 
knowledge  and  experience,  I  believe  that,  generally  speak- 
mg,  that  which  I  have  said  in  regard  to  the  Pennsvlvania 
Radroad  as  to  the  necessity  for  the  rate  advance  is  \qualhi 
true  of  almost  all  railroads  in  the  United  States,  certainly 
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those  which  are  conservatively  managed  and  which  ai-e  en- 
deavoring to  give  the  public  such  a  service  as  they  have  a 
right  to  expect." 

So  also  these  weighty  words,  born  of  President  Me- 
Crea's  great  experience,  should  carry  conviction 
(docket  3400,  pp.  954-55) : 

"What  would  have  been  the  condition  if  the  coinpjuiys 
earnings  had  been  so  restricted  in  the  piist  a«<  to  prevent  it 
from  accumulating  surplus  earnings  available  for  the  im- 
provement of  its  property?  If  the  $202,000,000  which  have 
been  thus  expended  on  the  lines  east  of  Pittsburgh  had  been 
realized  through  a  sale  of  securities,  these  securities  wouM 
have  had  to  have  been  sold  at  a  price  which  could  have  been 
realized  for  them,  and  if  the  earnings  of  the  company  had 
been  .mch  as  to  barely  cover  the  amounts  required  to  weft 
its  interest  and  dividends  on  its  then  outstanding  securities, 
the  f)rices  realized  for  any  additional  issues  of  securities 
would  have  been  such  that  the  additional  charges  to  which 
the  company  would  have  been  subjected  would  have  today 
necessitated  rates  higher  than  those  which  have  been  pre- 
vailing in  order  to  enable  the  company  merely  to  meet  its 
interest  and  dividend  charges.*^ 

And  furthermore  he  asserted  this  vital  need  of  the 
situation  (docket  3400,  j)p.  1952-53) : 

'It  is  vitally  important  that  in  the  future  the  company 
should  be  enabled  to  continue  to  pursue  the  policy  which 
has  guided  it  in  the  past,  and  to  provide  in  part  at  least  for 
future  additions  and  improvements  out  of  surplus  earnings. 

"It  is  fairly  to  be  expected  that  the  company  will  be  re- 
quired to  make  a«  great  expenditures  in  the  future  as  it  hun 
made  in  the  past.  An  enormous  amount  of  work  remains 
to  be  done,  for  which  additional  fund^  will  have  to  he  se- 
cured," 
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How  can  they  be  secured  at  a  fair  rate?  How  can 
the  railways  of  the  country  keep  pace  with  this  na- 
tion's marvelous  strides,  and  how  rapid  is  its  growth 
and  development  to  be?  The  men  who  are  real  states- 
men look  ahead  thru  the  years  and  decades  and  cen- 
turies, gauging  the  future  by  the  experiences  of  the 
past. 

Growth  of  Population. 

Our  probable  future  increase  of  population  neces- 
sarily has  an  all-important  bearing  upon  the  present 
situation. 

Lincoln,  when  President,  and  who  in  so  many  ways 
seemed  to  have  the  vision  of  a  seer,  as  the  nation 
drifted  into  civil  war,  deemed  this  growth  of  popula- 
tion of  such  transcendant  importance  that  he  discussed 
it  in  extenso  in  his  second  annual  message  to  the  Con- 
gress. See  Messages  and  Papers  of  the  Presidents, 
Vol.  VI,  p.  136,  et  seq. 

Lincoln  there  exhibited  as  follows  the  known  in- 
crease by  decades  in  our  population  since  the  first 
census  in  1790 : 


•'Year.  Population. 

'4790  3,929,827 

'4800  5,305,937 

"1810  7,239,814 

"1820  9,628,131 

"1830  12,866,020 

"1840  17,069,453 

"1850  23,191,876 

"1860  31,443,790 

3-K 


Ratio  of 

Increase 

(per  cent). 


35.02 
36.45 
33.13 
33 .  49 
32.67 
35.87 
35 . 58" 
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Then,  among  a  number  of  other  deductions,  he  made 
these : 

"This  shows  an  average  decennial  increase  of  3^.6  per 
cent  in  population  through  the  seventy  years  from  our  first 
to  our  last  census  yet  taken. 

"It  is  seen  that  the  ratio  of  increase  at  no  one  of  these 
seven  periods  is  either  2  per  cent  below  or  2  per  cent  abovr 
the  average,  thus  showing  how  inflexible  and  consequently 
how  reliable  the  law  of  increase  in  our  case  is.  Assuming 
that  it  will  continue,  it  gives  the  following  results." 

Lincoln  then  inserted  a  table  of  estimated  decennial 
increases  for  a  period  of  seventy  future  years,  from 
the  year  1860  to  1930,  by  decades,  and  said : 

"These  figures  show  that  our  country  may  be  as  populous 
as  Europe  is  at  some  point  between  1920  and  1930." 

He  had  previously  in  the  message  massed  much  in 
the  way  of  statistics  concerning  density  of  population 
in  our  various  States  and  in  Europe.  He  then  made 
an  extraordinary  prediction  as  follows : 

"And  we  will  reach  this,  too,  if  we  do  not  ourselves  relin- 
quish the  chance  by  the  folly  and  evils  of  disunion  or  by 
long  and  exhausting  war  springing  from  the  only  great  ele- 
ment of  national  discord  among  us/' 

This  message  was  sent  to  the  Congress  December  1, 
1862.  We  did  (as  Lincoln  foreshadowed  would  be  the 
ca^e  if  we  continued  the  war)  decrease  for  the  time 
being  our  ratio  of  increase,  and  so  it  came  about  that 
Lincoln's  estimate  that  in  1900  we  would  have,  if  the 
war  were  not  continued,  a  population  of  one  hundred 
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and  three  millions,  was  somewhat  higher  than  the  fact, 
as  the  war  went  on. 

Now,  applying  the  Lincoln  method  and  assuming 
that  we  had  a  population  in  1910  of  approximately  one 
hundred  millions,  a  mere  twenty  per  cent  decenniad 
increase  (as  against  the  more  than  34  per  cent  used 
by  Lincoln  in  his  calculation)  will  have  the  following 
startling  results  (we  do  not  state  the  detail  figures 
lower  than  tens  of  thousands  and  for  sake  of  brevity 
only  at  twenty -year  intervals) : 

Estimated  Increase  of  Population  in  the  United  States 
Year.  Population. 

1910 100,000,000 

1930 156,250,000 

1950 244,140,000 

1970 381,470,000 

1990 596,000,000 

This  represents  the  increase  during  only  eighty 
years,  less  than  three  generations.  Such  figures  are 
enough  to  startle  and  stagger  every  thinking  man  in 
America,  even  though  we  make  reasonable  deductions 
from  tlie  calculation  by  reason  of  the  possible  opera- 
tion of  the  Malthusian  doctrine.  Yet  there  can  be  no 
adequate  perspective  of  the  present  railroad  problem 
without  taking  them  into  view,  for  the  transportation 
facilities  should  keep  pace  with  this  growth  of  popula- 
tion, and  must,  if  we  are  to  progress  as  a  nation  as 
rapidly  as  we  should. 

President  McCrea  testified  (docket  3400,  pp.  2073- 
74): 
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''What  this  country  needs,  and  what  has  done  so  much  to 
develop  the  country  has  been  the  transportation  that  has  been 
given  it.  At  this  present  time,  I  feel  that  that  improve- 
ment— additional  facilities,  if  you  may  choose  to  so  put  it — 
in  all  branches  of  the  senice  and  all  kinds  of  expenditure,  is 
very  badly  needed. 

''When  the  Commission,  as  you  put  it  to  me,  ask  what 
ought  to  govern  them  in  deciding  as  to  the  general  scheme 
of  rates,  I  think  that  they  must  be  governed  by  the  knowl- 
edge of  the  needs  of  the  country  as  a  whole  and  by  the  con- 
ditions under  which  those  needs  can  be  mpplied;  and  that 
which  governs  the  supply  of  those  things  is  the  return  that 
comes  to  the  investor  who  is  supplying  the  money  to  do  it. 

''Any  broad  scheme  of  rates  that  does  not  do  that,  treatin<^ 
the  countr>^  as  a  broad  proposition,  treating  the  railroads  as  a 
broad  proposition, ^^v7/  of  course  fall  short  of  what  the  country 
absolutely  requires." 

President  Eipley,  in  the  Western  hearing,  asserted 
in  his  evidence  (docket  3500,  p.  84) : 

"There  is  no  railroad  in  this  Western  country— I  will  not 
say  that^there  is  hardly  any  railroad  in  this  countiy  today 
that  is  built  as  it  ought  to  be  built,  that  has  the  safety  appli- 
ances that  it  ought  to  have,  or  that  is  in  the  condition  that  the 
public  interests  require.  I  think  all  my  railroad  friends  will 
bear  me  out  in  making  that  statement.  Of  course  we  do  not 
like  to  depreciate  our  own  property,  but  the  best  railroads  in 
this  country  West  of  the  Alleghany  Mountains  are  very,  very 
far  short  of  ivhat  they  ought  to  he  to  give  the  service  that  the 
public  requires  and  has  the  right  to  demand^or  would  have 
the  right  to  demand  if  they  paid  for  it." 

He  also  declared  (docket  3500,  p.  90) : 

''There  is  danger  of  obsolescence  in  everything  we  own 
We  do  not  know  when  we  will  have  to  throw  away  our  loco- 
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motives;  something  may  be  discovered,  electrical  or  other- 
wise, which  will  make  them  obsolete.  *  *  *  The  rail- 
road of  fifty  years  ago  would  not  carry  anything  now,  and 
the  railroad  of  fifty  years  ago  would  not  be  considered  even 
equal  to  a  contractor's  plan  for  building  a  railroad.  They 
have  been  in  constant  course  of  rebuilding  ever  since,  ana 
that  has  been  going  on  indefinitely." 

And  again  (p.  72) : 

"There  is  no  railroad  in  this  western  tenitory  which  has 
not  substantially  arrived  now  at  the  point  where  all  its  origi- 
nal facilities  which  have  not  already  been  replaced  must  be  re- 
placed. Practically  all  the  railroads  in  this  western  country 
have  been  partially  rebuilt,  or  will  have  to  be  almost  imme- 
diately partially  rebuilt.  Many  of  them  have  been  almost 
wholly  rebuilt,  and  yet  there  are  a  thousand  and  one  things 
that  are  almost  obselete  which  have  got  to  be  renewed.  We 
have  very  large  matters  of  that  kind  staring  us  in  the  face 
now.'* 

Speaking  further  of  obsolescence,  President  Ripley 
testified  (docket  3500,  p.  71)  : 

"A  railroad  coinpaiiy  ceituinly  should  be  sufficiently 
*U'uiig  financially  to  take  care  of  it,  either  by  improvement, 
either  by  a  stated  charge  to  depreciation,  or  by  improvements 
made  out  of  earnings  which  would  offset  any  depreciation 
that  there  may  be.  For  instance,  a  station  which  is  entirely 
adequate  for  today,  or  was  entirely  adequate  when  it  was 
built  fifteen  years  ago,  becomes  inadequate,  and  it  has  to  be 
torn  down  and  ca.'^t  away  and  replaced  with  another  buila- 
inor.  T  have  already  said  that  I  think  these  things  should  be 
largely,  if  not  entirely,  made  out  of  earnings,  and  that  pro- 
vides in  a  way  for  obsolescence  or  depreciation." 
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Of  another  phase  of  additions  and  betterments,  Pres- 
ident Willard  declared  (docket  3400,  p.  2173) : 

"I  think  it  is  only  fair  that  any  addition  to  the  property 
that  adds  to  its  earning  capacity,  adds  to  its  net  income, 
should  stand  on  its  own  bottom  and  should  not  be  charged 
on  the  business  or  the  capital  already  invested.  1  think  it  is 
entirely  proper,  too,  and  i-ight,  that  additional  securities 
should  be  issued  to  pay  for  that.  But  there  is  a  large  class 
of  work  to  be  done  on  the  railroad,  such  iis  the  elimination 
of  grade  crossings,  railroad  crossings,  and  innumerable  mat- 
ters of  that  kind  that  we  all  know  of  and  that  1  could  not 
enumerate,  that  are  constantly  going  on  and  cainiot  now  be 
included  in  operating  expenses,  and  properly  so,  no  (loul)t 
They  must  be  paid  for,  they  may  be  paid  for  out  of  the  in- 
come, and  they  have  to  be  capitalized — at  least,  they  have 
to  be  shown  as  money  expended,  and  that  money  so  expended 
is  shown  in  the  capital  cost  of  the  road." 


The  Surplus  Problem. 

The  proper  distribution  of  such  expenses  brings  us 
squarely  face  to  face  with  the  question  of  surplus.  On 
this  point  President  Kipley  testified  (docket  3500,  p. 
69): 

''The  question  of  the  proper  distribution  between  capital 
and  earnings  is  one  that  can  he  argued  on  both  sides,  and 
argued  almost  indefinitely,  but  it  is  uiy  behef  that  the  pres- 
ent generation  should  join  in  the  expen.se  of  those  matters — 
that  the  railroads  should  be  allowed  to  pay  for  them  out  of 
earnings  in  order  that  the  entire  burden  may  not  be  settled 
on  posterity." 

And  he  gave  this  forceful  illustration : 

"When  a  municipality  builds  a  water  works,  or  iasued 
bonds  for  the  improvement  of  its  streets,  it  begins  at  once 
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to  apply  a  certain  amount  of  the  taxes  to  the  extinction  of 
those  bonds.  The  railroad  companies  should  be  permitted 
to  do  the  same  thing.  A  portion  of  the  income  derived  by 
these  municipalities  from  taxes  is  immediately  set  aside  as  a 
sinking  fund  to  extinguish  that  de])t.  Unless  the  railroad 
company  is  permitted  to  earn  sufficient  margin  over  and  above 
its  dividend  requirements — assuming  always  that  its  dividend 
requirements  are  reasonable — it  not  only  loses  its  credit,  but 
it  is  also  unable  to  meet  the  class  of  expenditures  that  I  have 
been  discussing  without  the  sale  of  additional  bonds,  the 
placing  of  additional  mortgtiges  on  its  property,  and  the  con- 
se(juent  transferring  of  a  certain  burden  upon  posterity 
which  ought  to  be  l)orne  by  the  present  generation.  That  is 
what  has  been  done  in  England.  The  policy  of  paying 
everything  out  of  its  dividends,  putting  nothing  back  into 
tlie  property  out  of  earnings,  has  l)een  pursued  to  an  extent 
there  that  has  made  the  capitalization  of  those  railroads  so 
large  that  it  is  almost  impossible  for  them  to  earn  anything 
on  it." 


President  Willard  asserted  (docket  3400,  p.  2181): 

"Wlien  new  capital  is  issued  by  the  railroad,  it  ought  to  be 
l)ecause  of  expenditures  which  will  take  care  of  that  particu- 
lar capitfd.  Otherwise,  the  issuance  of  such  capital  becomes 
a  burden  on  that  already  existing,  and  you  cannot  put  ad- 
ditional burdens  on  the  securities  already  issued  without  de- 
stroying to  that  extent  your  credit.  Conserv^ative  manage- 
ment means  the  holding  up  of  credit." 

President  Ripley  declared  in  his  evidence  (docket 
3500,  p.  93) : 

"It  has  frequently  been  st-iited  that  it  has  been  the  policy 
of  the  Pennsylvania  Railroad  to  put  one  dollar  into  the  prop- 
erty for  every  dollar  of  dividends  paid,  and  I  think  that  is  a 
very  modest  and  very  excellent  plan." 
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And  President  Willard,  in  speaking  of  the  policy 
which  has  been  pursued  on  the  Baltimore  and  Ohio  of 
expending  upon  the  property  50  cents  for  every  dollar 
paid  in  dividends,  declared  (docket  »3400,  p.  2168) : 

"A  more  liberal  policy  on  the  Pennsylvania  Railroad  has 
wftfJe  that  what  it  is.  So  I  think  what  we  have  done  is  the 
very  minimum  we  c^n  do  if  we  are  to  maintain  the  property 
and  maintain  dividend  payments,  and  it  is  certainly  most 
essential  that  we  should,  if  we  are  to  raise  money  on  proper 
returns  in  the  future/^ 

President  McCrea  himself  did  not  hesitate  to  assert 
(docket  3400,  p.  2134) : 

"There  is  not  another  road  in  the  world  that  has  as  gttod 
physical  condition  as  the  Pennsylvania  Railroad." 


Such  testimony  but  accords  with  the  known  fact  that 
the  name  *^ Pennsylvania"  is  synonymous  in  every 
civilized  land,  with  railroad  management,  operation, 
and  financing  of  the  highest  standard,  and  while  con- 
sidering this  serious  question  of  the  surplus,  it  is  well 
for  us  to  hear  the  evidence  of  the  president  of  the 
Pennsylvania  concerning  the  policy  which  has  made 
that  road  what  it  is,  and  to  consider  whether  it  would 
not  have  been  better  for  the  country  if  similar  methods 
had  been  pursued  upon  every  road  in  our  land, — 
and  if  so  in  the  past,  why  not  in  the  future,  for  our 
country  is  yet  very  young?  We  have  fortunately  in 
this  record  the  benefit  of  the  testimony  of  the  highest 
official  of  the  Pennsylvania  system,  President  McCrea. 
He  testified,  referring  to  the  Pennsylvania  (docket 
3400,  p.  1954) : 
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"Its  ability  to  sell  its  stock  and  bonds  has  been  due  to  the 
fact  that  it  has  not  merely  paid  dividends  of  6  per  cent  or  / 
per  cent,  chiefly  the  former,  but  that  it  has  been  able  to  show 
at  the  end  of  the  year  large  surplus  earnings  which  it  has  put 
back  into  the  property.  When  investors  have  been  asked  to 
purchase  its  stock  or  bonds,  the  company  has  been  able  to 
show  that  it  was  then  in  receipt  of  enough  income  to  enable 
it  to  make  a  fair  return  on  the  securities  that  it  proposed  to 
issue,  even  if  the  proceeds  of  these  securities  could  not  be  so 
invested  as  to  enable  the  company  to  derive  an  immediate 
return  thereon.  In  other  words,  the  existence  of  the  surplus 
earnings  established  a  credit  which  enabled  the  company  to 
secure  the  additional  funds  necessary  to  make  improvements 
or  additions  as  these  became  necessary." 

He  had  previously  briefly  explained  the  Pennsyl- 
vania surplus  system,  testifying  (docket  3400,  p. 
1950) : 

"The  Pennsylvania  Railroad  Company  has  for  many  years 
past,  as  a  result  of  its  operations,  realized  a  substantial  sur- 
plus in  each  year  over  and  above  the  amount  required  to 
enable  it  to  meet  its  interest  charges  and  pay  moderate  divi- 
dends on  its  stock  to  its  stockholders.  This  surplus  has 
varied  in  amount  from  year  to  year.  For  the  last  ten  years 
the  average  has  been  about  $12,000,000  a  year,  practically 
all  of  which  has  been  expended  on  the  property  for  the  pur- 
pose of  enabling;  the  company  to  conduct  its  operations  more 
safely,  more  efficiently,  and  more  cheaply." 

He  also  testified  (docket  3400,  pp.  1951-52) : 

"Had  these  earnings  not  been  available,  and  had  they  not 
expanded  for  the  purposes  indicated,  the  Pennsylvania  Rail- 
road would  today  be  a  very  different  railroad  and  would 
have  been  wholly  unable  to  render  the  service  to  the  public 
which  it  is  today  rendering.  The  accumulation  of  these 
4-K 
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surplus  earnings  which  have  been  thus  expended  has  only 
been  possible  because  the  rates  of  freight  in  force  since  the 
passage  of  the  Interstate  Commerce  Act  have  been  sufficient 
to  realize  for  the  company  amounts  in  excess  of  its  expenses, 
taxes,  interest,  and  dividends" 

This  last  sentence  is  the  key  to  the  success  of  the 
Pennsylvania  Eailroad  system,  and  it  is  suggested 
should  be  kept  ever  in  mind  by  the  members  of  the 
Interstate  Commerce  Commission  to  be  used  for  the 
guidance  of  the  other  roads  of  the  country  until  in  the 
interests  of  the  public  they  have  been  brought  to  the 
Pennsylvania  standard  of  efficiency  and  safety. 

This  is  no  vague  theory  based  on  stock  jobbing  quo- 
tations; it  is  no  **  dream  of  a  dreamer,  who  dreamed 
that  he  dreamed/'  It  is  sworn  evidence  of  facts  which 
portray  the  real  scientific  management,  the  best  the 
railroad  world  has  ever  known. 

There  are  problems,  grave  and  difficult,  yet  un- 
solved in  the  railroad  situation,  some  of  which  this 
Commission  may  in  time  succeed  in  settling  or  in  aid- 
ing satisfactorily  to  adjust,  such  as : 

(1)    Uniform  classification; 

{2)  A  generally  accepted  standard  for  the  determination 
of  the  reasonableness  of  a  rate; 

(3)  The  exact  proportion  of  earnings,  over  and  above 
fixed  charges,  cost  of  operation  and  reasonable  dividends, 
which  should,  in  the  interests  of  the  nation's  continued  and 
cormstent  growth  in  transportation  facilities,  be  carried  into 
surplus  for  the  development  of  the  property; 

(4)  The  proportion  of  this  which  should  be  capitalized 
and  under  what  circumstances; 

(5)  The  just  and  reasonable  rate  of  return  on  capital  in- 
vestment and  method  for  its  computation; 
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(6)  A  system  of  consolidation  which  will  preserve  the 
benefits  of  private  ownership  and,  in  the  interest  of  good 
service  to  the  public,  at  reasonable  cost,  prevent  unduly  large 
revenues  upon  the  part  of  carriers  particularly  favorably 
located,  and  poverty  on  the  part  of  others  serving  equally 
important  sections  of  the  community;  etc.,  etc.,  etc. 

With  these  difficult  problems  and  many  others  the 
situation  is  teeming.  They  will  not  all  be  settled  in  a 
year,  a  decade,  or  a  generation,  and  perhaps  not  one 
for  many  years,  and  doubtless  some  never  finally  as 
the  evolution  of  our  world,  our  peoples,  their  civiliza- 
tion and  their  needs,  will  ever  demand  constant  read- 
justment thru  the  cycles  of  the  centuries. 

It  is  suggested  that  the  errors  of  judgment  of  some 
of  the  complainants  lie  in  the  fact  that  they  believe  the 
big  and  difficult  problems  of  the  railway  situation  in 
this  country,  and  some  of  which  have  been  statbd 
above,  are  capable  of  immediate  arbitrary  settlement 
by  some  rule  of  thumb.  This  fundamental  error  is 
the  trail  of  the  dead  herring  thru  their  case. 

Then  there  are  many  people  who  have  been  misled 
by  a  superficial  reading  of  the  decisions  of  the  courts 
into  jumping  to  the  conclusion  that  the  legal  rate  of 
interest  is  the  limit  of  reasonable  maximum  return 
placed  by  the  courts  upon  capital  invested  in  public 
service  corporations,  wholly  overlooking  the  point  that 
no  court  of  appellate  jurisdiction  has  ever  so  held, 
and  that  the  expressions  concerning  6  per  cent  and 
other  similar  percentages  have  arisen  in  cases  where 
the  issue  was  the  constitutional  one,  whether  the  in- 
vestor was  being  deprived  of  his  property  or  its  proper 
use  without  due  process  of  law.  This  error  has  been 
responsible  for  much  of  the  confusion  in  this  railway 
surplus  earnings  problem. 

We  now  turn  to  the  second  proposition; 
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11. 


TTnder  the  law  as  enacted  by  Congress  the  responsi- 
bility for  the  future  credit  of  American  railways  rests 
upon  the  Interstate  Commerce  Commission,  and  this 
credit  cannot  be  maintained  unless  the  Commission 
authorizes  a  substantial  increase  in  revenue. 

We  are  living  so  close  to  the  revolution  that  has  been 
brought  about  by  the  recent  legislation  of  Congress 
that  it  is  difficult  to  see  it  in  adequate  perspective, 
difficult  fully  to  realize  the  true  situation,  so  difficult 
indeed  that  at  first  blush  the  proposition  that  the  credit 
of  American  railways  rests  upon  the  Commission 
seems  startling.  Yet  President  Taft  has  not  hesitated 
to  say  that  the  Commission  ''have  in  their  hands  for 
the  weal  or  woe  of  general  business  a  power  that  some- 
times makes  one  tremble.'^ 

When  the  situation  is  analyzed  it  cannot  be  logically 
disputed,  but  that  this  Commission,  'Hhe  Supreme 
Court  of  the  Railroads,''  as  it  has  recently  been  called, 
has  been  given  the  power  of  maintaining  or  destroying 
the  credit  of  the  American  railway  systen,  which  has 
already  been  seriously  impaired  as  a  result  of  the  agi- 
tation and  other  causes  operating  through  recent  years 
for  it  is  a  truism  that  he  who  is  possessed  of  power  is 
responsible  for  its  exercise.  Just  as  the  courts  of  the 
United  States  are  responsible  for  the  maintenance  of 
the  due  and  proper  administration  of  justice  and  of  a 
republican  form  of  government,  so  is  this  Commission 
weighted  with  the  grave  responsibility  of  maintaining 


the  development  of  the  American  railway  system, 
which  cannot  continue  properly  to  develop  if  the  rates 
which  this  Commission  decides  the  carriers  may 
charge  are  inadequate  *Ho  invite  the  flow  of  capital 
necessary  to  enable  railway  development  to  keep  pace 
with  the  growth  of  the  country." 

Judge  Enapp's  Dictum. 

Chairman  Knapp  clearly  saw  that  this  was  the  crux 
of  the  situation  when,  in  1908,  in  combating  some  of  the 
wild  theories  then  in  vogue,  he  said : 

* 'Whatever  may  be  our  national  or  state  policy  in  other 
respects,  whatever  regulations  may  be  prescribed  or  obliga- 
tions imposed,  there  must  be  the  opportunity  to  charge  rates 
which  mil  give  sufficient  earnings  to  make  the  business 
fairly  profitable  and  to  attract  the  needful  capital  for  its 
ample   extension/' 

In  the  presidents  of  the  great  systems,  who  testified 
in  the  Eastern  and  Western  hearings,  the  Commission 
had  before  it  four  of  the  ablest  railroad  experts  in  the 
world,  and  who  placed  at  the  service  of  the  Commis- 
sion their  unequaled  judgment  and  experience  and 
with  the  utmost  candor  on  oath  declared  the  relentless 
facts  as  to  the  waning  credit  of  the  American  railway 
system,  and  the  future  of  which  now  depends  upon  the 
course  of  this  Commission.  Said  President  McCrea, 
after  explaining  in  detail  the  inability  to  market  rail- 
way bonds  at  a  reasonable  rate  of  interest  (docket 
3400,  p.  2111): 

"Today,  in  view  of  the  various  uncertainties  that  are  sur- 
rounding the  country,  through  decisions  of  the  Supreme 
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Court  and  interpretations  of  the  Interstate  Commerce  Law, 
and  a  number  of  other  things  going  on,  there  is  a  large 
amount  of  uncertainty  in  which  everybody  is  about  marking 
time." 

President  Willard  declared  (docket  3400,  p.  2207) : 

"Unfortunately,  /  am  unable  to  see  any  ivay  in  which  we 
can  maintain  the  policy  that  we  have  been  maintaining,  and 
which,  in  my  opinion,  ought  to  be  maintained,  unless  tliis 
increase  of  rates  is  granted.  That  is  the  conclusion  I  am 
forced  to  reach.'' 

He  also  asserted  (pp.  2159-60) : 

"One  more  thing  I  would  like  to  say,  with  all  respect  to 
the  Commission— certainly  with  no  desire  to  be  in  any  sense 
other  than  that^that  /  believe  in  railroad  matters  today 
there  is  not  any  single  element  that  is  having  such  an  effect 
upon  railroad  credit  or  upon  the  feeling  of  railroad  mana- 
gers as  the  effect  that  this  decision  may  possibly  have." 


And  President  Brown  declared  (docket  3400,  p. 
2361):  ^ 

"But  with  respect  to  the  capital  remaining  to  be  secured 
for  these  improvements,  /  can  confidently  say  that  the  abil- 
ity of  the  railroads  to  obtain  it  depends  upon  the  ability  of 
the  companies  to  secure  increase,^  in  revenue  through  in- 
creased freight  rates,  commensurate  with  the  recent  in- 
creases in  expenses.'' 

Mr.  Commissioner  Lane  asked  President  McCrea 
this  question  (docket  3400,  p.  2112) : 

"Let  me  put  it  this  way:  Suppose  these  questions  of  de- 
cisions and  interpretations  of  law  were  out  of  the  way,  would 


you  not  have,  in  your  judgment,  a  much  better  market  for 
your  good  securities  within  a  reasonable  time?" 

And  the  following  colloquy  ensued : 

"Mr.  McCrea  :  Either  much  better  or  much  worse,  sir. 
"Commissioner  Lane:  Depending  on  the  decisions? 
"Mr.  McCrea:  Depending  on  the  decisions." 


The  Bond  Situation. 

Questions  were  repeatedly  asked  the  presidents  by 
members  of  the  Commission.  The  following  from  the 
record  (docket  3400,  pp.  2107-2111)  is  particularly 
illuminating  of  the  situation,  with  its  rapid  fire  of  in- 
terrogatories from  both  Mr.  Commissioner  Lane  and 
Mr.  Commissioner  Prouty: 

"Commissioner  Lane:  Let  me  interrupt  there  to  ask  this 
question :  What  reason  have  you  to  give  showing  that  rail- 
road-securities at  the  present  time  and  under  existing  rates 
are  not  attractive  to  investors? 

"Mr.  McCrea:  Only  our  own  experience  and  my  obser- 
vation of  what  it  has  been  with  other  roads.  For  perhaps 
the  lai<t  twelve  or  fifteen  months,  I  should  say,  there  has 
been  absolutely  no  bond  market  of  any  kind. 

"Commissioner  Lane:  That  is  to  say,  you  could  not  sell 
bonds? 

"Mr.  McCrea  :  Could  not  sell  bonds ;  there  was  absolutely 
no  market  whatever. 

"Commissioner  Lane:  What  efforts  have  been  made  to 
sell  bonds  for  fairly  capitalized  roads,  that  have  failed? 

"Mr.  McCrea:  I  can  only  answer  so  far  as  we  are  con- 
cerned. AVe  have  gone  to  consult  bankers  about  raising 
money  on  some  of  the  branches,  and  we  have  had  these 
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bonds  for  sale,  and  they  simply  say  there  is  no  use  in 
talking  about  it,  there  is  absolutely  no  market.  The  last 
time  I  went  to  one  of  them,  we  had  sold  three  and  one-half 
millions,  if  I  recollect  it  right,  of  Vandalia  bonds,  which 
are  really  gilt-edged  bonds,  and  they  told  me  then,  ten  days 
afterwards,  that  they  still  had  a  million  and  a  half  dollars 
of  these  bonds  in  their  safe. 

''Commissioner  Prouty:  What  is  the  rate  of  interest? 

"Mr.  McCrea  :  4  per  cent. 

''Commissioner  Prouty:  Suppose  they  had  been  5  per 
cent  bonds? 

Mr.  McCrea  :  5  per  cent  bonds  probably  would,  of  course, 
go  very  much  better,  but  that  so  far  for  a  bond  is  too  high  a 
rate  of  interest.  That  would  carry  with  it  the  rate  on  the 
stock;  when  it  came  to  the  sale  of  the  stock  it  would  force 
the  dividends  that  would  be  necessary  or  the  returns  that 
would  be  necessary  on  the  stock  to  a  very  high  point.  The 
two  go  hand  in  hand. 

"Commissioner  Lake:  That  is  to  say,  a  low  rate  of  inter- 
est on  bonds  justifies  a  low  dividend  on  stock  and  a  high 
rate  of  interest 

"Mr.  McCrea:  They  bear  a  relation;  they  unquestion- 
ably bear  a  very  close  relationship.     In  other  words,  if  I  can 

sell  3  per  cent  bonds  I  could  perhaps  sell  5  per  cent  stock 

these  figures  being  only  comparative.  If  I  sell  4  per  cent 
bonds  or  3 14  per  cent  bonds— I  do  not  want  to  be  pinned 
down  to  a  particular  illustrative  figure  such  as  I  am  giving-^ 
perhaps  then  it  would  mean  6  per  cent.  If  you  have  to  sell 
5  per  cent  bonds,  to  sell  any  stock  it  would  run  up  to  7  or 
7 1/2  per  cent  dividends,  in  my  judgment. 

"Commissioner  Lane:  So  far  as  basing  the  rate  is  con- 
cerned, the  rate  as  charged  to  the  shipper,  it  is  better  to  have 
a  railroad  largely  bonded,  with  a  large  issue  of  bonds  at  a 
low  rate  of  interest  than  a  large  issue  of  stock? 

Mr.  McCrea:  I  am  not  sure  about  that.  I  think  that  is 
pretty  poor — that  is  not  good  financing,  because  tlie  interest 


on  your  bonds  is  an  absolute  fixed  charge,  and  if  you  fail, 
through  some  radical  disturbances  which  happen  every  now 
and  then,  to  be  able  to  meet  your  interest  everything  is  sub- 
ject to  the  lien  of  that  bond,  and  your  stock  may  be  wiped 
out;  whereas,  if  you  have  a  large  amount  of  stock  and  a 
small  amount  of  bonds,  and  your  recuperative  power  is  good, 
you  may  not  be  in  danger — if  every  year  or  two  years  you 
are  to  forego  paying  any  dividends.  Your  recuperative 
power  is  tremendous  under  those  circumstances. 

"Commissioner  Lane:  You  have  a  greater  leeway? 

"Mr.  McCrea:  Yes,  you  have  a  greater  leeway.  I  think 
a  great  many  States  will  not  allow  you  to  issue  bonds  in  ex- 
cess of  50  per  cent  of  your  stock. 

"Commissioner  Lane:  To  pursue  my  original  question 
just  a  little  bit  further.  I  have  understood  that  there  was  a 
very  large  issue  of  stock  and  bonds  made  by  the  railroads 
in  this  country  during  the  last  two  years,  and  a  very  con- 
siderable amount  during  the  last  three  years.  You  bring 
forward  the  proposition  that  it  is  necessary  to  increase  rates 
so  as  to  more  firmly  establish  credit  and  enable  you  to  get 
the  money  with  which  you  can  build  facilities  necessary  for 
the  carrying  on  of  the  transportation  necessities  of  the  coun- 
try. Is  it  a  fact  that  any  first-class  security,  at  a  reasonable 
rate  of  interest,  has  gone  begging  and  that  there  is  no  market 
in  the  United  States  or  in  Europe  for  a  good  bond  of  a  good 
railroad  at  a  reasonable  rate? 

"Mr.  McCrea:  Of  course,  market  conditions  vary  from 
time  to  time,  but  I  should  say  that  there  has  been  no  time 
since  the  financial  diflficulties  in  1908  when  there  has  been 
a  good  bond  market  or  a  good  stock  market. 

"Commissioner  Lane:  You  mean  as  an  investing  market, 
not  as  a  speculative  market? 

"Mr.  McCrea:  Oh,  yes.  We  are  talking  of  purely  an 
investing  market;  that  is,  where  each  railroad  company  has 
its  own  stock  to  sell  for  the  purpose  of  raising  money  to  do 
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certain  things.     I  do  Aot  mean  the  speculative  side  of  it  at 
aU." 

President  Brown,  in  dealing  with  the  bond  situation, 
presented  a  concrete  illustration.  He  said  (docket 
3400,  pp.  2361-62) : 

"The  situation  cannot  perhaps  be  better  illustrated  than 
by  reference  to  the  recent  attempts  of  the  Michigan  Central 
Railroad  to  market  in  this  country  and  in  Europe  an  issue 
of  $17,000,000  of  its  four  per  cent  debentures. 

"The  low  bonded  indebtedness  of  the  Michigan  Central 
and  the  previous  stability  of  its  earnings  should  have  mado 
such  an  issue  attractive  to  any  security  market.  It  has  been 
impossible,  however,  either  in  this  country  or  in  Europe,  to 
secure  any  bid  for  these  securities  which  could  be  consid- 
ered. The  best  bid  which  the  company  has  been  able  to 
obtain  was  one  recently  made  of  87  for  the  entire  issue.  The 
acceptance  of  this  bid  would  have  involved  a  discount  of 
over  $2,250,000  on  an  issue  of  $17,000,000,  and  of  course 
could  not  be  considered.  The  only  alternative  is  to  bon-ow 
money  on  short  time  notes,  and  the  result  of  an  effort  to  do 
this  shows  that  it  will  be  necessary  to  pay  approximately, 
and  in  my  opinion,  fully  six  per  cent  interest  on  such  notes. 
I  believe  that  this  general  condition  will  continue  to  exist 
until  the  revenue  of  the  companies  can  be  increased  through 
an  increase  in  rates." 

President  Willard  declared  (docket  3400,  pp.  2160- 
61): 

"I  happened  to  be  in  Berlin  and  in  London  a  short  time 
this  summer,  and  while  there  I  met  men  who  have  much  to 
do  with  the  furnishing  of  money  to  the  Baltimore  &  Ohio 
Railroad.  I  found  in  every  instance  the  thing  that  thev 
asked  first,  the  thing  that  they  wanted  to  know  about  first, 
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was  what  would  be  the  outcome  of  the  new  condition  of 
affairs.  *  *  *  This  thought  was  all  the  time  evident: 
that  that  was  a  matter  that  was  in  their  minds,  and  until 
that  was  disposed  of  in  some  manner  things  waited.  There 
is  a  feeling  of  hesitancy,  and  that  feeling  today  dominates 
the  railroad  situation." 


Facts  versus  Theories. 

These  are  sworn  facts,  actual  illustrations  of  the 
condition  existing.     How  are  they  met  by  those  ship- 
pers who  have  seen  fit  to  be  represented  in  this  hear- 
ing?   Not  by  concrete  facts,  not  by  the  offer  of  some 
syndicate  to  take  bonds  at  a  reasonable  figure,  but  by 
a  mass  of  theorizing,  by  reams  of  theoretical  figures 
and  a  volume  of  stock  market  quotations,  to  prove  that 
the  credit  of  the  railways  was  never  better  than  today. 
One  pet  theory  is  that  the  credit  of  most  of  the  Amer- 
ican railways  is  relatively  better  than  of  the  District 
otColumbia  and  Commonwealth  of  Massachusetts,  and 
the  argument  is  advanced  that  the  increase  in  the  rate 
of  return  upon  railroad  bonds  demanded  by  the  in- 
vesting public  is  not  so  great  relatively  as  the  percent- 
age of  increase  in  the  matter  of  District  of  Columbia 
and  Massachusetts  bonds.    We  have  no  evidence  be 
fore  us  of  the  condition  surrounding  the  issuance  of 
the  District  of  Columbia  and  Massachusetts  bonds,  and 
it  is,  in  consequence,  impossible  to  make  a  comparative 
study  of  those  bonds  with  the  bonds  of  the  carriers- 
hut  we  are  indebted  to  our  opponents  for  bringing  out 
very  clearly  and  forcibly,  for  it  is  the  major  premise  in 
this  theoretical  argument  of  theirs,  the  fact  that  there 
has  been  a  large  increase  in  the  **  basic  rate  of  re- 
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turn^'  demanded  by  the  investing  public  on  railroad 
bonds;  indeed,  an  increase  of  about  10  per  cent  on 
•  bonds  of  the  New  York  Central  and  Pennsyl- 
vania, from  1904  to  1910  inclusive.  (See  on  this 
point  table  No.  19  in  the  brief  for  the  counsel  for 
I.  C.  C.)  //  this  he  true,  it  furnishes  a  most  substan- 
tial argument  for  an  increase  in  rates  commensurate 
with  the  increased  cost  of  capital  to  the  carriers,  and  if 
this  higher  rate  is  necessary  upon  bonds,  it  will  neces- 
sarily be  reflected  in  the  basic  rate  of  return  demanded 
upon  stocks  of  the  corporations  issuing  the  bonds,  for 
the  stockholder  faces  a  much  greater  hazard  than  the 
bondholder. 

In  so  serious  a  matter  as  the  financing  of  the  trans- 
portation systems  of  this  country,  we  cannot  give 
serious  consideration  to  vague  theories.  We  must 
face  facts  as  they  exist,  and  in  this  record  they  have 
been  fully  presented,  and  with  the  utmost  frankness, 
by  the  presidents  of  four  of  the  greatest  systems  in 
the  country,  men  who  would  probably  have  preferred 
to  remain  silent  had  it  not  been  necessary  to  disclose 
the  true  situation. 

A  most  significant  table  of  depreciation  in  the  value 
of  railroad  securities  during  the  calendar  year  1910, 
the  year  of  revolution  in  the  control  of  rate  making' 
appeared  in  the  issue  of  the  Wall  Street  Journal  of 
January  5,  1911,  showing  in  detail  as  to  fifty  leading 
carriers  the  depreciation  as  to  each,  and  which,  on 
these  fifty  railways  alone,  totals  for  the  calendar  year 
1910  the  enormous  loss  in  market  value  of  $632,224,000, 
or  16.06  per  cent  of  their  total  par  value,  while  fifty 
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leading  industrials,  also  tabulated,  show  a  deprecia- 
tion of  but  12.27  per  cent  of  their  aggregate  par  value. 
Can  it  be  doubted,  in  the  face  of  such  facts,  that  it  is 
necessary  for  the  companies  to  maintain  an  adequate 
surplus  in  order  to  maintain  their  credit,  to  take  care 
of  obsolescence,  and  to  keep  pace  with  the  demands  of 
the  public,  not  only  for  increased  but  for  better  trans- 
portation facilities?  President  Ripley  has  said 
(docket  3500,  p.  5,  of  pamphlet  reprint  of  Mr.  Ripley's 
testimony) : 

*'We  should  be  able  to  take  in  more  partners  as  stockhold- 
ers instead  of  taking  in  more  creditors  as  bondholders.  But 
that  has  not  been  always  possible;  in  fact,  it  is  very  seldom 
possible,  either  with  us  or  with  any  railroad  company." 

And  President  Willard  forcibly  said  (docket  3400, 
p.  2276) : 

'1  think  that  the  duty  will  rest  with  the  Commission,  as 
I  view  it,  to  see  that  such  return  is  made  to  the  railroad  as 
will  cause  the  public  to  feel  that  our  securities  are  attract- 
ive/' 


I 


How  is  this  to  be  brought  about?  Dare  we,  in  face 
of  the  facts  as  they  exist,  assume  that  the  present  mar- 
ket for  bonds  represents  but  a  temporary  condition, 
and  that  there  is  no  basic,  fundamental  cause  back  of 
it  all  (such  as  higher  money  rates  and  the  causes  back 
of  that),  which  will  make  it  permanent  if  the  situation 
is  not  relieved  by  the  Commission  permitting  adequate 
rates  to  go  into  effect?  Substantially,  this  question 
was  put  to  President  McCrea  by  Mr.  Commissioner 
Lane  when  he  propounded  the  following  interrogatory 
(docket  3400,  p.  2113) : 
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''Supposing  that  that  i«  so— though  1  am  not  dealing  with 
that  phase  of  the  proposition  at  all,  but  with  other  phases^ 
and  supposing  that  it  is  necessary  to  have  an  increased  earn- 
ing so  as  to  maintain  credit,  I  ask,  should  that  argument  be 
urged  if  the  conditions  which  made  a  bad  market  now  are 
but  temporary?" 

President  McCrea  answered  as  follows : 

"Yes,  sir,  I  think  so.  The  railroads  necessarily  five  from 
hand  to  mouth.  They  cannot  afford  to  discount  the  future. 
If  experience  demonstrates  that  my  conclusions  and  the  con- 
clusions of  these  railroad  gentlemen  are  in  error  and  the 
rates  have  gone  too  high,  I  suppose,  under  the  power  that  is 
given  you,  they  can  be  ruled  as  being  unjust  or  whatever 
the  term  is;  but  I  do  not  think,  at  least,  that  the  railroads 
can  afford  to  temporize  in  the  way  of  discounting  a  possible 
future.  We  have  to  live  from  day  to  day  and  treat  the  con- 
ditions as  they  are  from  time  to  time." 

Again,  President  McCrea  said,  discussing  another 
but  similar  phase  of  the  situation  (docket  3400,  pp. 
1960-61) : 

"In  my  judgment,  therefore,  it  ivould  he  wholly  unsafe 
to  assume  that  the  company  will,  as  the  result  of  the  growth 
of  its  business,  be  enabled  to  recoup  itself  for  the  depletion 
in  its  surplus  revenue  which  is  certain  to  result  from  a  con- 
tinuance of  the  present  operating  cost.  Under  these  condi- 
tions, I  feel  that  it  is  essential  in  the  interest  of  the  public 
and  of  shippers,  as  well  as  of  the  railroad  company  itself, 
that  it  should  be  permitted  to  i^ecure  through  an  advance  in 
rates  the  amount  which  represents  its  additional  outlay  on 
account  of  the  advance  in  wages,  in  order  that  its  surplus 
earnings  may  continue  at  approximately  the  rate  at  which 
they  have  been  running  in  the  past.     It  will  require  the  ex- 


pendUure  of  more  than  these  surplus  earnings  to  enable  the 
company  to  keep  pace  with  the  demands  of  the  public  and 
of  its  shippers,  and  unquestionably  additional  capital  must 
be  secured  in  the  future.  If  we  are  to  obtain  this,  we  must 
not  only  be  in  a  position  to  make  a  fair  return  on  it,  but  we 
must  be  able  to  show  a  margin  of  safety  in  our  earnings/' 

President  McCrea  also  called  attention  at  one  point 
in  his  testimony  to  the  method  originally  obtaining  in 
the  financing  of  railroads.  He  said  (docket  3400,  p. 
2121): 

"Even  in  your  days,  you  can  recollect  what  was  true  in 
our  own  territory,  that  you  could  not  get  a  new  railroad 
built  wlien  you  were  allowed  to  sell  a  bond  of  $1,000  and 
give  a  bonus  of  stock  of  a  thousand  dollars;  you  could  not 
even  sell  them  under  those  conditions  unless  the  community 
through  which  they  passed  voted  contributions  of  so  much 
a  mile,  and  a  very  large  part  of  the  railroads  west  of  the 
Ohio  River  were  built  under  those  conditions,  and  those  con- 
ditions governed  within  the  past  25  years.  How  the  devel- 
opment is  going  to  be  done,  where  they  have  not  got  any 
and  where  the  population  has  to  follow  the  development.  I 
do  not  know." 

President  Willard  declared  (docket  3400,  p.  2186) : 

"It  seems  to  me  it  would  be  better  to  face  the  possibilities 
of  excess  earnings  on  the  part  of  some  of  the  railroads— 
which  in  any  event  must  all  be  spent  under  the  general  eye 
of  the  Commission — than  to  face  the  possibility  of  a  deficit, 
which  would  mean  stagnation/' 

And  he  also  pointed  out  that  in  the  last  analysis  it 
will  be  mainly  the  public  who  will  suffer  through  a 
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stoppage    of    transportation    developments    resulting 
from  impaired  credit.    He  said  (docket  3400,  p.  2186) : 

*'If,  for  any  reason,  it  is  thought  wise  to  depart  from  the 
practice  that  has  obtained  in  the  past  when  estimates  have 
shown  that  because  of  increased  wages  or  other  increased  ex- 
penses it  was  necessary  to  increase  the  income,  and  such 
action  has  been  taken — if  that  practice  is  to  be  departed 
from,  and  the  experiment  is  to  be  tried,  and  that  shows  an 
inability  on  the  part  of  the  company  to  maintain  its  pay- 
ments and  maintain  the  property,  it  seems  to  me  that  in  the 
end  the  people  mil  be  the  ones  that  mil  suffer  more  than  tho 
comparatively  few  stockholders,  hovrever  numerous  thev  mav 
actually  be.  The  individual  stockholder  may  be  obliged  to 
accept,  for  a  short  period,  a  reduced  dividend;  but  in  the 
meantime  developments  would  stop  because  credit  would  be 
impaired/' 


President  McCrea  pointed  out  that  if  stagnation  re- 
sults, the  railway  does  not  stand  still,  but  drifts  back- 
wards.    He  said  (docket  3400,  p.  2137) : 

"There  is  no  such  thing  as  a  big  railroad  standing  still. 
When  it  does  it  commences  to  drift  backwards  right  away. 
If  this  company  is  expected  to  serve  the  community  and 
keep  up  to  its  present  standard,  you  have  to  go  straight 
ahead  and  continue  to  make  large  expenditures." 

It  is  plain  where  the  responsibility  for  the  future 
exists.  Can  the  carriers  do  more  than  they  have  in  the 
present  proceedings  to  make  the  situation  clear?  Their 
officers  would  fail  in  the  discharge  of  their  duty  if  they 
did  not  bring  home  to  the  Commission  clearly,  forcibly, 
and  plainly  the  Commission's  grave  responsibility,  for 
it  is  not  a  fiction.    It  is  not  a  theory.    It  is  a  plain, 
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solemn  reality,  and  it  has  uq where  been  more  clearly 
expressed  than  by  President  Willard  when  he  declared 
(docket  3400,  pp.  2185-86) : 

"Today  a  new  condition  of  affairs  has  come  about.  The 
credit  of  the  American  railroads  has  been  placed  in  the 
hands  of  this  Commission.  There  has  been  taken  from  the 
hands  of  the  owners  the  responsibility,  the  burden,  of  main- 
taining the  credit  of  the  American  railroads  to  such  an  ex- 
tent that  it  may  [not]  be  possible  for  them  to  obtain  money 
in  the  future  on  terms  such  as  the  people  ought  to  pay.  In 
the  end,  of  course,  the  people  pay  the  rates  that  pay  the  in- 
terest on  the  bonds.  In  my  opinion,  the  credit  should  be 
such  that  the  railroads  can  obtain  money  on  the  most  favor- 
able basis.  That  should  be  the  measure  of  credit.  They 
should  get  money  on  the  most  favorable  basis,  and  that 
credit  rests  in  the  hands  of  this  Commission." 

These  solemn  words  but  reflect  the  opinion  of  Presi- 
dent Taft,  when  on  October  1,  1910,  he  asserted  that 
the-Commission  **have  in  their  hands  for  the  weal  or 
woe  of  general  business  a  power  that  sometimes  makes 
one  tremble." 

We  close  with  the  potent  words  spoken  in  1908  by 
President  Judge  Martin  A.  Knapp,  of  the  new  Court 
of  Commerce,  then  the  chairman  of  the  Interstate 
Commerce  Commission,  and  uttered  at  a  time  when  the 
sole  responsibility  as  to  the  rate  situation,  which 
directly  controls  the  revenues,  had  not  been  placed  by 
Congress  upon  the  Commission  and  when  he  was 
merely  declaring  the  fundamental  principle  which 
ought  to  govern  the  rate  situation : 

"Whatever  may  be  our  national  or  State  policy  in  other 
respects,  whatever  regulations  may  be  prescribed  or  obli- 
6-K 
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gations  imposed,  there  must  be  the  opportunity  to  charge 
rates  which  will  give  sufficient  earnings  to  make  the  business 
fairly  profitable  and  to  attract  the  needful  capital  for  its 
ample  extension.     *     *     * 

"Without  regard  to  the  personnel  of  railroad  officials, 
without  regard  primarily  to  the  interest  of  the  stockholders! 
but  in  the  interest  of  public  welfare  and  national  prosperity, 
we  must  permit  railway  earnings  to  be  adequate  for  railway 
improvement  at  advantage  and  profit." 

The  situation  rests  in  the  hands  of  the  Commission. 

Clabence  Bbown, 

General  Solicitor, 
LuciEN  Hugh  Alexandeb, 

Special  Counsel. 

Januaby,  1911, 
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THE   GREAT  QUESTION  INVOLVED 

THE  RAILROADS'  POSITION 

Commissioner  Lane.  Is  tliere  any  reason  to  believe  that 
these  increases  would  stop  Avith  the  present  increase  if  it 
should  be  allowed  ! 

President  Willard  (of  the  Baltimore  &  Ohio).  Increases 
in  rates  ? 

Commissioner  Lane.    Increases  in  rates,  yes,  sir. 

President  Willard.  No,  I  think  not.  I  think  the  ten- 
dency of  rates  will  be  to  continue  upward. 

Commissioner  Lane.  You  think  there  will  have  to  be  a 
progressive  increase  ? 

President  Willard.   Yes,  sir. 

(Record,  p.  2188.) 

THE  SHIPPERS'  POSITION 

As  an  alternative  to  the  railroads'  practice  of  combinino* 
to  increase  rates  we  offer  co-operation  to  reduce  costs. 
Instead  of  a  dangerous  makeshift,  we  offer  a  constructive 
policy  —  scientific  management,  under  which  as  costs  fall 
wages  rise. 

LET  THE  CONSUMER  BEWARE 

Of  the  vicious  circle  of  ever  increasing  freight  rates,  and 
ever  increasing  cost  of  living. 


-'V 


-  > 


' ;',-  -^ 


.    ."-■  V-r'r.'' 


..►• 


r.     ■•^< 


,.  J, 


Vv    ^f' 


J        r    .- 


r   'V 


\i  '■ 


'-y 


4  t    ■ 

'    J. 


.^■■'       . 


•<";  ■■ 


TABLE   OF  CONTENTS 


Hi'  rtflii'-iiifcil 


"  i 


PART  FIRST 

Page 

I.  Preliminary  Statement 1 

II.  The  Burden  of  Proof  upon  the  Railroads 6 

III.  The  Claims  of  the  Railroads 8 

PART  SECOND 

The  Railroads*  Contention  that  the  Possibilities  of  Econ- 
omies IN  Operation  have  been  Exhausted      10 

Economies  through  Scientific  Management 14 

1.  Scientific  Management  is  not  merely  Competent  and  Progressire 

Management 15 

2.  What  Scientific  Management  Involves 17 

3.  Scientific  Management  Demands  the  Separation  of  Planning  from 

Performing 20 

4.  Scientific  Management  Changes  the  Relations  of  the  Management 

-     to  Labor 23. 

5.  Scientific  Management  Demands  Preparedness 26 

6.  Scientific  Management  Demands  Analytical  Study 31 

7.  Scientific   Management   Demands   Records   of  Industrial   Per- 

formance         34 

8.  Scientific    Management    Demands    Standardized    Methods    and 

Equipment 37 

9.  How  Scientific  Management  has  Increased  the  Efficiency  of  the 

Individual 38 

10.  How  Scientific  Management  Increases  the  Efficiency  of  Plant  and 

Equipment 39 

11.  How  Scientific  Management  Increases  the  Efficiency  of  Material  .       42 

12.  What  Labor  Gains  from  Scientific  Management 44 


Page 

A.  Financial  Gains 44 

1.  Increased  Pay 44 

2.  Promotion 45 

B.  Social  Gains 47 

C.  Aiding  the  Less  Competent 50 

D.  The  Bonus 52 

E.  Piece  Work 52 

13.  What  the  Employer  Gains  from  Scientific  Management  ....  67 

14.  What  the  Consumer  Gains  from  Scientific  Management    ....  58 

15.  The  Introduction  of  Scientific  Management  a  Process 69 

1.  Obstacles  to  be  Overcome QQ 

2.  Finding  Better  Methods 61 

3.  Great  Gains  in  Short  Time 62 

16.  Scientific  Management  and  Labor  Unions      64 

17.  Scientific  Management  Applicable  to  all  Businesses      70 

18.  Scientific  Management  is  Applicable  to  Railroads      72 

(1)  Maintenance  of  Equipment 77 

(2)  Maintenance  of  Way go 

(3)  Transportation gj 

19.  How  Railroads  can  Co-operate  to  Reduce  Costs      83 

20.  Eliminating  Graft  as  a  By-Product 87 

21.  Railroads  are  not  Scientifically  Managed 88 

22.  Scientific   Management   does   not   Involve   Large   Capital   Ex- 

penditures      9Q 

23.  Saving  S1,000,000  a  Day      92 

24.  The  Commission  should  Undertake  an  Independent  Investigation 

into  the  Application  of  Scientific  Management  to  Railroads  .    .  97 


PART  THIRD 

The  Railroads'  Contention  that  the  Proposed  Increases  in 

Class  Rates  are  Just  and  Reasonable 100 

1.  The  Railroads   have   Presented  no   Evidence  to   Sustain  their 

Burden'  of  Proof  that  the  Proposed  Increased  Rates  are  Just 
and  Reasonable j^qj 

2.  No  Increase  of  any  Class  Rate  can  properly  be  Made  vnihout 

Giving  the  Shippers  an  Opportunity  to  be  Heard 109 

3.  The  Pending  Increases  in  Class  Rates  were  Fixed  by  the  Rail- 

roads without  Giving  to  Shippers  an  Opportunity  to  be  Heard  .      Ill 


Page 

4.  The  Injustice  and  Inequality  in  the  Existing  Classifications  are 

such  that  no  Horizontal  Rise  in  Rates  could  be  Made  vnthoui 
Great  Hardship  to  the  Shippers  in  Communities  Affected  ...        112 

5.  The  Proposed  Increase  in  Class  Rates  seriously  Distorts  (on  some 

Railroads)  the  Relation  of  Long  Distance  to  Short  Distance 
Traffic 117 

6.  The  Imposition  of  nearly  the  Whole  Burden  of  the  Increased 

Rates  upon  Class  Rates  Appears  to  be  Unjust 118 

7.  The  Proposed  Increase  of  Class  Rates  would  seriously  Contract 

the    Market   of   the    Manufacturers    and    Merchants    of  the 
Atlantic  Seaboard 118 

(a)  General  Condition 118 

(b)  Boots  and  Shoes 120 

(c)  Confectionery 122 

(d)  Brass  Products 123 

(e)  Abrasives 125 

(/)  Infants' Goods  — Drugs 126 

(g)  Cotton  Goods 126 

8.  The  Proposed  Increases  in  Class  Rates  would  seriously  Increase 

the  Cost  of  Living 127 

9.  The  Proposed  Increase  in  Class  Rates  through  Eliminaticm  of 

Competitimi  between  the  East  and  West  will  Tend  further  to 
Increase  the  Cost  of  Living 130 

10.  The  Proposed  Increase  in  Class  Rates  will  Reduce  the  Volume  of 
Long  Distance  Tonnage,  and  hence  the  Expected  Gross  Rev- 
enue of  the  Railroads 130 

(a)  Boots  and  Shoes 131 

...     (6)  Brass 132 

(c)  Cotton  Goods 132 

(d)  Abrasives 133 


PART  FOURTH 

The  Railroads'  Contention  that  their  (Alleged)  Need  op 
Additional  Revenue  is  due  mainly  to  Recent  Wage 
Advances  and  to  the  Burdens  Imposed  by  Acts  op 
Congress 135 

I.  Some  Railroads  Have  no  Need  of  Additional  Income 137 

1.  Delaware,  Lackawanna  &  Western  Railroad  Company  .   .     137 

2.  Philadelphia  &  Reading  Railroad  Company 138 

3.  Pittsburg  &  Lake  Erie  Railroad  Company 138 


Paqb 

4.  Lake  Shore  &  Michigan  Southern  Railroad  Company    .    .  139 

5.  Lehigh  Valley  Railroad  Company 140 

6.  Delaware  &  Hudson  Railroad  Company 141 

7.  Pennsylvania  Railroad  Company 142 

II.  In  some  Railroads  any  Existing  Need  is  Due  to  Causes  other  than 

Necessary  Increase  in  Operating  Expenses 149 

1.  New  York,  New  Haven  &  Hartford  Raihroad  Company  .    .  149 

2.  New  York  Central  Railroad  Company 161 

3.  Baltimore  &  Ohio  Railroad  Company 162 

III.  Some  Railroads  Recognizing  the  Need  of  Economy  Show  In- 

creased Net  Earning  even  since  the  Wage  Increase 164 


PART  FIFTH 

The  Railroads'  Contention  that  Greater  Income  is  Impera- 
tive IN  ORDER  TO  Secure  Needed  New  Capital  ....  166 

I.    The  Attack  upon  Railroad  Credit 166 

II.    The  Credit  of  American  Railroads 168 

III.  A  Surplus  Income  for  Improvements \    ,  171 

IV.  Elements  Tending  to  Impair  Credit 175 

A.  Undue  Expansion  . 175 

B.  Dishonesty  and  Financial  Scandals 177 

C.  Defiance  of  Public  Rights  and  Opinion 178 

Conclusion 179 


RE  INVESTIGATION 

OF    PROPOSED    ADVANCES    IN    FREIGHT 

RATES    BY    CARRIERS    IN    OFFICIAL 

CLASSIFICATION    TERRITORY 


BRIEF   ON  BEHALF  OF  SHIPPERS  AND   CONSUMERS 


PART  FIRST 


I.   PRELIMINARY   STATEMENT 

About  ilay,  1910,  the  railroads  operating  within  offi- 
cial classification  territory  (that  is,  east  of  the  Missis- 
sippi and  north  of  the  Ohio  and  Potomac  Rivers) ,  acting 
in^pursuance  of  a  common  purpose,  filed  with  the  Inter- 
state Commerce  Commission  new  tariffs,  seeking  approval 
under  the  provisions  of  the  Act  to  Regulate  Commerce 
as  amended  June  18,  1910.  The  aggregate  mileage  of 
these  railroads  in  1909  was  52,054  miles,  out  of  the  total 
mileage  for  railroads  of  the  United  States  of  237,867 
miles.  The  aggregate  freight  revenues  of  these  railroads 
for  the  calendar  year  1909  were  $754,429,485.  (Record, 
p.  1378.) 

These  railroads  (Record,  pp.  1377,  1378)  have  esti- 
mated that  the  additional  revenues  resulting  from  the 
rate  increases  provided  for  in  the  proposed  new  tariffs 
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would  amount  for  a  year  to  $27,171,444.  The  estimated 
increases  on  the  New  York  Central  Lines,  Pennsylvania 
System,  Baltimore  &  Ohio,  Erie,  Lehigh  Valley,  and 
Delaware,  Lackawanna  &  Western,  aggregate  $20,803,- 
188.  Of  this  $20,803,188,  $17,477,577,  or  more  than  84 
per  cent,  would  be  derived  from  class  rates,  and  only 
$3,325,631,  or  less  than  15  per  cent,  would  be  derived 
from  conmiodity  rates. 

The  total  tonnage  for  the  calendar  year  1909  on  the 
railroads  named  was  626,321,975.  Of  this  tonnage  less 
than  8  per  cent  —  or  47,497,048  —  moved  under  class 
rates.  Of  the  freight  revenue  of  these  railroads  for  the 
calendar  year  1909  ($477,422,075),  nearly  22  per  cent 
($103,271,823)  was  derived  from  class  rates.  . 

The  class  rates  govern  the  shipments  of  over  four  thou- 
sand articles  of  commerce,  including  most  of  the  neces- 
saries of  life  and  articles  of  competitive  commerce. 

The  increase  in  class  rates  proposed  by  the  new  tariffs 
are  serious,  ranging  from  20  to  29  per  cent  in  the  first, 
second,  and  third  classes  (which  supply  a  large  part 
of  the  total  revenue  from  class  rates) ;  from  14 f  to  19,2 
per  cent  in  the  fourth;  from  10  to  13.6  in  the  fifth;  and 
from  8  to  11.1  in  the  sixth.    For  instance,  the  rates  from 


NEW  YORK  OR  BOSTON  TO  CHICAGO 


A.  ALL  RAIL 

Class                       Present  rate  Proposed  rate 

1   .   . 76  90 

2 65  78 

Rule  25 55  66 

3 50  60 

Rule  26 40  48 

4 35  40 

6 30  33 

6 25  27 


Per  cent 
increase 

20 
20 
20 
20 
20 
14.3 
10 
8 
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B.    ALL  RAIL  DIFFERENTIAL  LINE  (Nat^l  Desp.) 

BOSTON  TO  CHICAGO 

Class                             Present  rate        Proposed  rate  Per  cent 

increase 

1 70                       85  21.4 

2 61                        74  21.3 

Rule  25    ....             52                       63  21.1 

3 47                        57  21.3 

Rule  26    ....            38                       46  21.1 

4 32                        37  15.6 

5 28                        31  10.7 

6 24                       26  8.3 


Class 


C.    OCEAN  AND  RAIL 
Present  rate  Proposed  rate 

N.  Y.  Boston        N.  Y.  Boston 


1 65  70 

2 57  61 

Rule  25  ...  48  52 

3 44  47 

Rule  26.    .    .  35  38 

4 31  32 

6 26  28 

6 22  24 


80 
70 
59 
54 
43 
36 
29 
24 


85 
74 
63 
57 
46 
37 
31 
26 


Per  cent  increase 


N.  Y. 
23.1 
22.8 
22.9 
22.7 
22.9 
16.1 
11.5 
9.1 


Boston 
21.5 
21.3 
21.1 
21.3 
21.1 
15.6 
10.7 
8.3 


D.    RAIL  AND  LAKE 

Class                          Present  rate  Proposed  rate 

N.  Y.  Boston  N.  Y.  Boston 

1 62  77 

2 54  67 

Rule  25 46  57 

3  .    .  -; 41  51 

Rule  26 33  41 

4 30  35 

6 25  28 

6 21  23 


N, 


Per  cent 
increase 
Y.  Boston 

24.2 

24.1 

23.9 

24.4 

24.2 

16.7 

12 
9.5 


E.     CANADA  ATLANTIC 

Class  Present  rate  Proposed  rate 

N.  Y.    Boston  N.  Y.    Boston 

1 52  57  67        72 

2 46  50  59        63 

Rule  25    .   .    .39  42^  50        53^ 

3 35  38  45        48 

Rule  26    .   .   .28         3Q  36        38 

4 26  27  31        32 

5 22  23  25        26 

6 19  20  21        22 


Per  cent 

increase 

N.  Y.     Boston 


28.9 
28.3 
28.2 
28.6 
28.6 
19.2 
13.6 
10.5 


26.3 

26 

25.9 

26.3 

26.7 

18.5 

13 

10 


PHILADELPHIA  TO  CHICAGO 

A.    ALL  RAIL 

Class                         Present  rate         Proposed  rate  Per  cent 

increase 

1 09                           84  21.7 

2 59                            72  22 

Rule  25 50                            61  22 

3 48                            58  20.1 

Rule  26 38                            46  21.1 

4 33                            38  15.2 

5 28                            31  10.7 

6 23                            25  8.7 


B.    OCEAN  AND  RAIL 

Class                          Present  rate  Proposed  rate 

1 61  76 

2 53  66 

Rule  25 45  59 

3 44  54 

Rule  26 35  43 

4 30  35 

6 26  29 

6 21  23 


Per  cent 
increase 
24.6 
24.5 
24.4 
22.7 
22.9 
16.7 
11.5 
9.5 


C.    RAIL  AND  LAKE' 

Class  Present  rate         Proposed  rate  Per  cent 

increase 

1 56  71  26.8 

2 48  61  27.1 

Rule  25 41  52  26.8 

3 39  49  25.6 

Rule  26 31  39  25.8 

4 28  33  17.9 

5 23  26  13 

6 19  21  10.5 


BALTIMORE  TO  CHICAGO 

A.    ALL  RAIL 

Class                           Present  rate        Proposed  rate  Per  cent 

increase 

1 «7                            82  22.4 

2 57                             70  22.8 

Rule  25 48                           69  22.9 

3 47                             67  21.2 

Rule  26 38                           46  21.1 

4 32                     •      37  15.6 

5 27                            30  11.1 

6 22                            24  9.1 


B.    OCEAN  AND  RAIL 

Class  Present  rate        Proposed  rate 

1 59  74 

2 51  64 

Rule  25 43  54 

3 43  fig 

Rule  26 34  ^ 

4 29  84 

6 25  28 

6 20  22 


Per  cent 
increase 
25.4 
25.5 
25.6 
23.3 
23.5 
17.2 
12 
10 


C.    RAIL  AND  LAKE 

Class                         Present  rate          Proposed  rate  Per  cent 

increase 

1 54                            eO  27.8 

2 46                            69  28.3 

Rule  25    ...'...  39                           60  28.2 

3 38                           48  26.3 

Rule  26 30                           38  26.7 

4 27                           32  18.5 

5 22                            26  13.6 

6 18                           20  11.1 


11.  THE  BURDEN  OF  PROOF  UPON  THE 

RAILROADS 

The  Act  of  Congress,  June  18,  1910,  amending  Section 
15  of  the  Act  of  Feb.  4,  1887  (the  Act  to  Regulate  Com- 
merce) provides  that: 

"At  any  hearing  ...  on  a  rate  sought  to  be  increased  after  the 
passage  of  this  Act,  the  burden  of  proof  to  show  that  the  .  .  .  pro- 
posed increase[d]  rate  is  just  and  reasonable  shall  be  upon  the  com- 


mon carrier 
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Congress  has  thus  made  it  as  clear  as  language  can  make 
any  proposition,  that 

First:  The  railroads  have  the  burden  of  proving  that 
the  proposed  rate  is  both  just  and  reasonable. 

Second:  The  railroads  must  prove  as  to  each  rate  that 
the  proposed  increased  rate  is  just  and  reasonable.  In 
other  words :  the  question  whether  the  proposed  increased 
rate  is  just  and  reasonable  must  be  considered  separately 
as  to  each  rate  for  each  article  of  commerce.  It  cannot 
be  determined  at  wholesale  by  general  consideration. 

Furthermore,  the  increased  rate  cannot  be  held  to  be 
just  and  reasonable  upon  a  showing  merely  that  the  rail- 
roads have  been  subjected  to  certain  additional  expenses; 
nor  even  by  showing  a  need  upon  the  part  of  the  railroads 
of  greater  income.  -The  need  of  the  shipper  and  of  the 
consumer  also  must  be  considered  in  determining  whether 
an  increased  rate  is  just  and  reasonable.  It  must  be 
shown  that  the  rate  is  not  unduly  burdensome  upon  either 
the  shipper  or  the  community. 

If  the  increased  rate  is  sought  to  be  justified  on  the 
ground  that  the  carrier  needs  greater  income,  it  must  alst) 


be  shown  that  the  burden  of  the  greater  rate  is  justly  dis- 
tributed as  between  all  the  traffic  of  the  railroad, -- on 
the  one  hand  as  between  freight  and  passenger  service, 
and  on  the  other  hand  as  between  the  various  articles  of 
commerce,  —  and  the  several  conmiunities  to  be  affected. 

We  submit  that  the  railroads  have  failed  utterly  to  sus- 
tain their  burden  of  proof;  have  failed  so  completely,  that 
upon  their  own  evidence,  independently  of  that  submitted 
in  reply  on  the  part  of  the  shippers,  the  application  of  the 
railroads  for  approval  of  the  new  tariff  should  be  denied. 
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III.  THE  CLAIMS  OF  THE  RAILROADS 

Although  the  burden  of  proof  is  upon  the  railroads  to 
show  that  the  proposed  increases  in  rates  are  just  and 
reasonable,  their  counsel  have  throughout  these  hearings 
refrained  from  stating  the  grounds  upon  which  they  rest 
their  contention.  But  the  testimony  introduced  by  them, 
particularly  that  of  President  McCrea  of  the  Pennsyl- 
vania, President  Willard  of  the  Baltimore  and  Ohio,  Pres- 
ident Brown  of  the  New  York  Central,  and  Vice-President 
Stuart  of  the  Erie,  shows  the  contention  of  the  railroads 
to  be  substantially  this : 

First:  That  there  is  need  of  greater  net  income  which 
cannot  be  secured  otherwise  than  through  increases  in 
rates;  because  the  possibilities  of  economy  in  operation 
have  (at  least  for  the  leading  railroads)  been  practically 
exhausted. 
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Fourth:  That  the  need  for  greater  income  is  impera- 
tive; because  in  order  to  secure  the  additional  capital 
from  time  to  time  required  for  desirable  extensions  and 
improvements  tjie  present  rates  of  dividend  must  be  main- 
tained or  increased,  and  in  addition,  surplus  earnings 
must  be  set  apart  each  year  equal  to  at  least  one-half  the 
amount  paid  out  for  dividends. 


Second:   That  the  proposed  increases  in  freight  rates 
(which  are  confined  practically  to  horizontal  increases  of 
long-distance  class  rates)  are  each  and  all  proper  as  a  means 
of  raising  such  additional  revenue. 

Third:  That  the  present  need  of  greater  income  is  due 
to  the  rise  in  operating  expenses  caused  mainly  by  the 
recent  advances  in  wages  and  the  new  burdens  imposed 
through  Acts  of  Congress,  such  as  laws  providing  for 
safety  appUances,  laws  limiting  the  hours  of  labor,  and  the 
laws  imder  which  this  Commission  has  standardized  rail- 
road accounting  and  required  fuller  reports. 
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PART  SECOND 

THE  RAILROADS'   CONTENTION  THAT  THE  POSSIBILITIES  OF 
ECONOMIES  IN  OPERATION  HAVE  BEEN  EXHAUSTED 

The  railroads  contend  that  they  have  practically  ex- 
hausted the  possibilities  of  economies  in  operation. 

(a)  President  McCrea  of  the  Pennsylvania  Railroad  said: 

"So  far  as  concerns  economies  which  will  result  from  reduction 
in  grades,  increasing  hauling  capacity  of  locomotives  and  increased 
capacity  of  cars,  the  Company  is  to-day  already  practically  deriving 
the  full  benefits  from  those  which  are  possible  in  this  direction  due 
to  repairs  heretofore  made,  for  we  have  practically  completed  our 
grade  levels,  and  have  probably  reached  the  maximiun  size  of  our 
cars  and  engines.  ...  (P.  1957.) 

Mr.  Br.\ndeis.  .  .  .  Now,  Mr.  McCrea,  one  other  question. 
You  stated  that  you  thought  the  limit  of  increase  in  efficiency  and 
resultant  economy  was  practically  reached. 

Mr.  McCrea.   I  did,  sir.     (P.  2025.) 

Mr.  Brandeis.  .  .  .  and  that  those  methods  of  increasing 
efficiency  —  those  more  or  less  remunerative  investments  of  property 
through  increased  efficiency  —  had,  so  far  as  you  were  aware,  ex- 
hausted the  improvements  in  the  line  of  efficiency  that  you  deemed 
possible? 

Mr.  McCrea.  In  the  line  of  economies.  .  .  .  You  said  'effi- 
ciency*; I  say  'economies.'  That  is  about  true.  I  said  'practically 
so';  that  is  my  belief."     (P.  2026.) 

(6)  President  Willard,  of  the  Baltimore  and  Ohio  Railroad,  said : 
"  Commissioner  Lane.   Do  you  think  there  should  be  an  increase 

in  rate  every  time  there  is  a  considerable  increase  in  wages? 
Mr.  Willard.   I  think  that  depends.    In  my  opinion  the  two 

things  will  be  found  to  be  very  closely  related  to  each  other  in  the 
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future,  and  for  the  reason  stated  by  Mr.  McCrea  yesterday,  I  think 
the  possibilities  of  further  operating  economies  have  been  pretty 
well  exhausted.  ...  I  must  confess  that  I  am  unable  to  see  very 
much  more  that  can  be  done  in  the  way  of  reducing  the  cost  of 
operation."     (P.  2182.) 

In  substantially  every  other  branch  of  manufacture, 
not  controlled  by  trusts,  including  those  much  older  than 
railroading  and  in  which  there  has  been  the  persistent 
prodding  of  competition,  nearly  every  year  still  records 
important  new  economies.  And  (except  where  the  ten- 
dency to  reduce  costs  has  been  thwarted  by  an  extraor- 
dinary rise  in  raw  material  or  the  control  by  a  trust  of 
some  of  the  instruments  of  production)  these  economies 
in  private  manufacturing  have  been  so  great  that  they 
have  generally  been  sufficient  to  prevent  any  rise  in  selling 
prices  in  spite  of  large  increases  in  wages  paid.* 

The  contention  that  the  possibilities  of  economy  in  rail- 
roading have  been  practically  exhausted  is  contrary  to  all 
human  experience  in  other  lines  of  activity.  Why  then 
should  the  manufacture  of  railroad  transportation  be  sup- 
posed to  have  reached  the  irreducible  and  now  unmain- 
tainable minimum  of  cost? 

The  railroads  have  introduced  certain  large  economies 
within  the  last  fifteen  years;  but  these  have  been  accom- 
plished, mainly,  through  large  expenditures  of  capital,  as 
in  leveling  grades,  straightening  curves,  strengthening 
bridges  and  road  beds,  making  possible  the  use  of  larger 
cars  and  engines,  and  thus  imposing  also  the  great  costs 
of  the  new  equipment. 

But  advances  in  the  art  of  transportation  have  been 
relatively  few.  Striking  instances  of  failure  to  introduce 
advanced  methods  must  be  obvious  to  any  careful  ob- 
ser\^er.  Most  conspicuous  perhaps  is  the  persistence  of 
the  old  methods  of  handling  baggage  and  freight;    for, 
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with  few  exceptions  of  very  limited  scope,  the  loading 
and  unloading  of  ordinary  freight  are  still  conducted  by 
hand  substantially  in  the  same  manner  as  at  the  birth  of 
railroading. 

Indeed,  the  most  marked  advances  made  in  connection 
with  railroading  in  recent  years  have  been  forced  upon 
the  roads  by  law,  against  their  strenuous  opposition. 
This  is  true  of  the  safety  apphances,  the  abohtion  of  re- 
bates and  passes,  and,  to  a  great  extent,  the  abohtion  of 
grade  crossings. 

By  some  railroad  managers  the  duty  of  finding  new 
avenues  to  economy  has  been  recognized,  as  shown  by 
the  following  passages  from  the  Report  to  Stockholders 
of  the  Lehigh  Valley  Road  Company  for  the  year  ending 
June  30,  1910  (pp.  6,  19): 

"  It  may  be  pointed  out  that  the  increases  in  revenue  have  occurred, 
with  one  exception,  in  each  month  of  the  year  during  a  period  when 
the  general  business  of  the  country  has  not,  to  any  appreciable 
extent,  advanced,  but  on  the  other  hand  has  during  the  last  few 
months  shown  some  evidence  of  receding.  While  the  solicitation  of 
both  passenger  and  freight  traffic  has  been  actively  carried  on  in 
competition  with  other  Unes,  the  increase  may  in  large  measure  be 
ascribed  to  the  high  character  of  service  rendered  shippers  and  the 
traveling  public,  your  management  having  consistently  sought  to 
improve  the  service,  believing,  as  has  undoubtedly  been  the  case, 
that  the  revenues  would  respond  to  the  improvement  in  the  service. 

Notwithstanding  the  high  character  of  the  service  rendered  and 
wUh  a  liberal  allowance  for  maintenance  and  depreciation  of  the 
property,  the  operating  expenses  have  increased  but  $1,108,410.93,. 
or  5.39  per  cent,  over  the  preceding  year,  and  are  actually  lower  than 
for  the  fiscal  years  1907  and  1908,  when  the  earnings  closely  approxi- 
mated those  of  the  present  year.  It  is  particularly  gratifying  to 
observe  that  the  expenses  have  been  so  controlled  that  the  major 
portion  of  the  increase  in  gross  earnings  has  been  retained  in  the 
net  operating  revenue,  making  the  total  of  the  latter  $929,134.85  in 
excess  of  the  best  previous  year.  It  is  also  pertinent  to  state  that 
these  results  have  been  attained  during  a  year  when  practically  all 
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the  elements  of  cost  entering  into  the  expense  of  operation  have 
materially  advanced.  One  of  the  most  serious  of  these  is  the  increase 
in  rates  of  wages  granted  to  all  classes  of  employes.  While  this  has 
affected  the  results  for  the  year  it  has  only  been  in  the  latter  months, 
as  the  more  important  increases  did  not  apply  until  after  January  1st. 

The  ratio  of  operating  expenses  to  operating  revenues  was  59.95 
per  cent,  a  decrease  of  2.14  per  cent,  as  compared  with  the  preceding 
year.  ... 

If  for  any  reason,  however,  the  gross  revenues  cannot  be  so  in- 
creased, the  constantly  increasing  cost  of  the  service  will  diminish 
the  net  revenue  of  the  Company  and  it  becomes,  therefore,  of  the 
utmost  necessity  to  effect  the  greatest  possible  economies  in  opera- 
tion. This  problem  of  keeping  the  expenses  of  the  Company  within 
reasonable  and  well-defined  limits,  without  any  impairment  of  its 
physical  well-being,  has  been  given  the  most  careful  study  and 
attention  by  your  management,  and  many  improved  methods  and 
economies  have  been  introduced  which  have  materially  reduced  the 
units  of  cost  in  various  branches  of  the  service." 
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ECONOMIES   THROUGH   SCIENTIFIC 

MANAGEMENT 

It  is  undoubtedly  true  that  even  under  the  system  of 
management  prevailing  among  railroads,  numerous  econ- 
omies are  possible  upon  each  railroad  which,  if  introduced, 
would  result  in  very  large  savings  to  that  company, — 
savings  far  greater  in  amount  than  the  added  expense 
due  to  the  recent  increases  m  the  wage  scale.  If,  for 
instance,  each  railroad  were  now  to  adopt  in  each  depart- 
ment the  best  methods  and  practices  now  prevailing  in 
any  other  American  railroad,  it  is  clear  that  the  operating 
expenses  of  each  company  would  be  very  largely  reduced. 

But  a  far  greater  measure  of  economy  would  result  to 
each  company  from  the  introduction  of  scientific  manage- 
ment by  which  the  efficiency  of  labor,  plant  and  machinery, 
and  materials  would  be  very  largely  increased.  Scientific 
management  increases  efficiency;  and  economy  comes  as 
a  biproduct. 

The  science  of  management  is  new.  Some  of  its  prin- 
ciples were  discovered  and  applied  a  quarter  of  a  century 
ago  by  Fred  W.  Taylor  in  the  Midvale  Steel  Works. 
Other  principles  have  been  discovered  and  developed  by 
him  and  by  many  others  since.  It  was  not  until  the  pub- 
lication of  his  essay  on  "  Shop  Management  "  in  1903  that 
the  results  of  his  work  and  that  of  his  associates,  particu- 
larly H.  L.  Gantt  and  C.  G.  Barth,  were  presented  to  the 
public  in  a  comprehensive  form;  and  it  is  scarcely  more 
than  three  or  four  years  since  these  principles  developed 
into  a  science.    Emerson  on  "  Efficiency  "  and  **  Going's 
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"  Santa  Fe  Management  "  were  published  in  1909 ;  Gantt's 
"  Work,  Wages  and  Profits  "  in  1910. 

Gantt  (Record,  p.  3452). 

"Mr.  Brandeis.  And  when  would  you  say  the  different  principles 
which  were  involved  in  the  works  management  had  sufficiently  de- 
veloped to  be  entitled  to  be,  as  it  were,  brought  together  into  a  body 
which  might  be  termed  science? 

Mr.  Gantt.  That  is  very  recent;  not  more  than  three  or  four 
years  at  the  most." 

(Compare  Towne:  Record,  p.  3287.) 


1.    Scientific  Management  is  not  merely  Competent  and 

Progressive  Management 

The  demand  for  scientific  management  and  the  high 
degree  of  efficiency  and  economy  which  go  with  it  is  not 
to  be  interpreted  as  a  general  charge  of  incompetency  on 
the  part  of  the  present  managing  officials  of  the  railroads 
or  of  their  subordinates.  Nor  is  it  merely  a  demand  for 
what  is  commonly  known  as  progressive  management. 
Scientific  management  differs  radically  from  the  most 
competent  and  progressive  management  under  the  old 
system.  It  differs  also  from  systematized  management. 
The  difference  is  one  in  kind;  and  not  merely  in  the  de- 
gree of  competence,  or  in  the  existence  of  progressive  as 
opposed  to  conservative  methods.  Scientific  management 
differs  from  that  now  generally  practised  by  railroads, 
much  as  production  by  machinery  differs  from  production 
by  hand;  and  the  revolution  in  railroading  and  other  in- 
dustries, which  must  result  from  the  introduction  of  scien- 
tific management,  is  comparable  only  to  that  involved  in 
the  transition  from  hand  to  machine  production. 

(a)    Gantt  (Record,  pp.  3454-3456). 

"Mr.  Brandeis.  I  wanted,  just  before  going  into  specific  matters, 
to  ask  whether  you  will  distinguish  between  what  is  understood  as 
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unsystematized  business,  and  a  systematized  business,  and  scientific 
management;  those  three  different  classes. 

Mr.  Gantt.  I  think  I  have  had  some  experience  with  all  three 
kinds.  The  unsystematized  business  is  where  the  order  is  issued 
from  the  office  to  the  shop,  and  the  office  feels  that  their  entire  respon- 
sibility ends  when  they  have  issued  the  order  to  the  shop.  They  feel 
no  responsibility  whatever  until  the  date  on  which  they  wish  that 
goods  to  be  shipped  passes,  and  then  they  feel  that  it  is  their  duty  to 
go  out  and  raise  row  with  the  shipping  clerk,  first,  and  then  with  the 
one  the  next  higher  up,  and  then  with  the  one  the  next  higher  up,  and 
so  on  until  they  get  as  far  back  as  possible.  That  is  the  unsystema- 
tized business. 

The  systematized  business  or  manufacture  is  where  they  have  a 
regular  routine  by  which  these  orders  shall  proceed,  from  the  office 
to  the  different  departments,  through  to  the  shipping  department, 
and  in  many  cases  they  have  a  proper  sequence  worked  out,  so  that 
the  method  of  filling  the  order  is  not  entirely  left  to  the  subordinates. 
That  is  the  first  step  from  the  unsystematized  to  the  systematized 
business;  that  is  a  step  in  the  right  direction,  as  everybody  will 
admit. 

The  scientific  management  comes  when  each  of  those  steps  has 
been  thoroughly  investigated,  each  of  the  steps  through  which  the 
work  shall  proceed,  from  the  point  at  which  it  originates,  to  the 
point  that  it  comes  out  of  the  works,  when  each  of  the  steps  has  been 
investigated  by  the  best  expert  available,  be  it  a  mechanic  or  what- 
ever other  person  he  may  be.  WTien  that  has  been  done,  when  each  of 
those  steps  through  which  the  work  has  progressed  has  been  studied 
in  detail,  and  a  specific,  definite  route  has  been  laid  out,  reduced  to 
writing,  and  the  returns  come  to  the  office  to  show  how  this  work 
has  progressed  each  day,  from  the  time  it  is  issued  from  the  office; 
and  when  any  failure  to  live  up  to  these  instructions  is  immediately 
reported  back  to  the  office,  and  a  proper  person  who  knows  how  it 
should  be  done  goes  out  and  helps  the  work  along  —  does  not  wait 
until  it  is  three  or  four  or  five  days  late  and  then  go  out  and  make  a 
row  —  but  as  soon  as  it  is  one  day  late,  he  goes  out  and  tries  to  re- 
move the  obstacle  so  that  it  can  proceed,  and  perhaps  catch  up  with 
the  other  work  that  has  gone  before  it  —  that  is  scientific  manage- 
ment. That  is  the  difference  between  scientific  management  and  the 
systematized  management. 

In  the  systematized  management,  the  responsibility  has  not  been 
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fully  developed,  as  I  take  it,  to  see  that  each  person  is  proceeding 
with  the  proper  means  whereby  he  is  to  get  this  work  through." 

(6)  Emerson  (Record,  pp.  3530-3531). 

"Mr.  Brandeis.  What  is  the  distinction  between  what  you  call 
scientific  management  and  system  or  systematizing  of  business? 

Mr.  Emerson.  Recently  in  writing  a  letter  to  a  correspondent  I 
told  him  that  if  he  got  his  breakfast  every  morning  at  exactly  the 
same  hour  and  served  in  exactly  the  same  manner,  with  the  same 
knives  and  forks  and  spoons,  in  the  same  place,  that  might  be  sys- 
tem; but  that  if  I  took  him  out  into  the  woods  and  made  him  tramp 
twenty  miles,  with  forty  pounds  on  his  back,  and  pitch  his  own  tent 
at  night  and  cook  his  own  meals,  if  I  succeeded  in  restoring  his  shat- 
tered constitution  that  would  be  efficiency  engineering.  (Laughter.)  " 


2.    What  Scientific  Management  Involves 

The  action  of  the  efficiency  engineer  working  under 
scientific  management  has  been  aptly  compared  to  a 
machine.  He  considers  a  business  as  an  intricate  machine. 
He  analyzes  each  process  into  its  ultimate  units,  and  com- 
pares each  of  the  smallest  steps  of  the  process  with  an 
ideal  of  perfect  conditions.  He  then  makes  all  due  allow- 
ance for  rational  and  practical  conditions  and  establishes 
an  attainable  commercial  standard  at  every  step.  Then 
he  seeks  to  obtain  continuously  this  standard,  involving 
both  qualities  and  quantities,  —  the  interlocking  or  as- 
sembling of  all  these  prime  elements  in  each  process  into 
a  well-built  smooth-running  machine;  and  when  there 
are,  as  usual,  several  processes  in  each  department  and 
several  departments  in  the  business,  all  the  departments 
as  well  as  all  the  processes  must  be  co-ordinated,  so  that 
the  machinery  of  the  whole  business  works  with  equal 
smoothness. 

Engineering,  whether  applied  to  the  production  of 
transportation  or  of  cotton  cloth,  or  shoes,  or  machines, 
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means  the  planning  in  advance  of  production  so  as  to 
secure  certain  results.  The  distinction  between  the 
mechanic  and  the  engineer  is  that  the  mechanic  cuts  and 
tries  and  works  by  formula  based  on  empiricism;  the 
engineer  calculates  and  plans  with  absolute  certainty  of 
the  accomplishment  of  the  final  result  in  accordance  with 
his  plans  which  are  based  ultimately  on  fundamental 
truths  and  natural  science. 

In  scientific  management,  therefore,  results  are  prede- 
termined. Before  the  work  is  commenced,  it  is  deter- 
mined not  only  as  to  what  shall  be  done,  but  how  it  shall 
be  done,  when  it  shall  be  done  and  what  it  shall  cost. 

Emerson  (Efficiency,  pp.  102-103,  104-105). 

"There  are  two  radically  different  methods  of  ascertaining  costs: 
the  first  method,  to  ascertain  them  after  the  work  is  completed; 
the  second  method,  to  ascertain  them  before  the  work  is  undertaken. 
The  first  method  is  the  old  one,  still  used  in  most  manufacturing  and 
maintenance  undertakings;  the  second  method  is  the  new  one, 
beginning  to  be  used  in  some  very  large  plants,  where  its  feasibility 
and  practical  value  have  already  been  demonstrated. 

The  objections  to  the  old  method  are  not  only  that  it  delays  infor- 
mation until  little  value  is  left  in  it,  but  that  it  is  wholly  and  abso- 
lutely incorrect,  mixing  up  with  costs  incidents  that  do  not  have 
the  remotest  direct  connection  with  them,  so  that  analysis  of  cost 
statements  as,  for  instance,  repair  costs  per  locomotive  mile,  does 
not  lead  to  elimination  of  wastes.  The  advantages  of  the  second 
method  are  not  only  that  costs  must  be  ascertained  before  the  work 
is  begun,  but  that  the  costs  as  finally  tabulated  are  the  real  costs 
divided  as  to  each  unit,  whether  a  single  element  or  aggregated  out 
of  a  million  separate  elements  (1)  into  standard  expense  and  (2) 
into  avoidable  loss.  An  analysis  of  costs  so  stated  facilitates  an 
almost  inexorable  elimination  of  inefficient  conditions  of  all  kinds, 
standard  expenses  being  constantly  standardized  at  new  levels  — 
wastes,  the  excess  above  standard  cost,  being  constantly  removed. . . . 

Predetermination  of  results  is  the  main  characteristic  of  the 
modem  method.  The  acceptance  of  the  hap-hazard  is  the  main 
characteristic  of  the  old  method,  still  in  full  and  orthodox  standing 
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in  cost  accounting.  Predetermination  of  results  is  based  on  scien- 
tific certainties  modified  by  experience.  It  ought  not  to  be  neces- 
sary^ to  prove  that  retrospect  costs  based  on  servile  record  of  the 
haphazard  cannot  be  of  value,  but  actual  illustrations  from  actual 
practice  of  their  unreliability  may  hasten  the  conversion  of  those 
who  are  still  skeptical. 

Two  closely  similar  types  of  locomotives  were  operating  on  a  great 
railroad,  one  type  in  the  East,  the  other  in  the  West,  both  doing 
virtually  the  same  work.     The  vice-president  of  the  road  desired  to 
order  a  large  number  of  new  locomotives  of  the  general  type  in 
question.     He  called  for  the  records  of  the  two  classes  and  found 
that  the  locomotives  operating  in  the  West  cost  $0.14  per  mile  for 
maintenance,  but  that  the  locomotives  in  the  East  cost  $0.10  per 
mile  for  maintenance.    With  these  records  before  him  he  felt  inclined 
to  order  the  type  costing  for  repairs  $0.10  per  mile.    The  facts  were 
however,  that  the  Western  round-houses  and  repair  shops  were 
operating  at  50  per  cent  efficiency,  and  the  Eastern  shops  and 
round-houses  at  80  per  cent  efficiency,  so  that  the  real  respective 
costs  of  the  locomotives  were  for  the  Western  $0.07  per  mile  and 
for  the  Eastern  $0.08  per  mile.     In  this  case  so-called  actual  costs 
would  have  been  expensively  misleading.  ... 

There  was  a  railroad  shop  in  which  charges  were  distributed  with 
such  painful  care  that  the  shop  sweepers  subdivided  their  time  to 
the  vanous  locomotives  around  which  they  loitered.  But  loco- 
motives, as  well  as  men,  can  loiter,  and  one  of  the  locomotives  stood 
in  this  shop  three  months  Waiting  for  a  steel  deck  plate.  Being 
Familiar  with  its  number,  the  workers  charged  all  the  time  they 
could  not  readily  account  for  to  this  locomotive,  so  that  at  the  end 
of  three  months  the  total  amounted  to  more  than  $5,000  The 
fictitious  accuracy  as  to  the  sweepers'  time  made  more  glaring  the 
gross  falsity  of  the  locomotive  charge.  In  principle  there  is  no 
ditterence  between  charging  an  hour  of  wholly  wasted  time  to  a 
locomotive  and  charging  it  with  two  hours  of  time  when  one  hour 
should  have  accomplished  the  work.  The  moment  specific  wastes 
ot  any  kind  are  charged  to  a  definite  order  instead  of  being  charged 
to  some  inefficiency  account,  real  costs  are  vitiated.*' 
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8.   Scientific  Management  Demands  the  Separation 
of  Planning  from  Performing 

Planning  in  advance  is  of  the  essence  of  scientific  man- 
agement. The  business  engineer  makes  his  plans  and  spe- 
cifications covering  the  process  of  production  before  it  is 
entered  upon,  —  extending  his  directions  like  the  me- 
chanical engineer  into  minute  details  in  order  to  secure 
the  perfect  product.  Those  engaged  in  actually  per- 
forming the  work  would  rarely  be  competent  to  do  such 
planning;  but  even  if  competent,  they  could  not  under- 
take that  function  while  engaged  in  performance  without 
seriously  impairing  the  progress  of  the  work. 

GiLBRETH  (Record,  pp.  3405-3407). 

"  Separate  the  planning  from  the  performing.    Put  that  in  writing 
in  the  form  of  an  instruction  card,  so  that  you  have  it,  not  in  accord- 
ance with  the  description  in  a  cook  book,  but  still  more  than  that,  so 
that  each  element  of  the  operation  which  has  been  determined  and 
standardized  is  written  down  in  detail  that  will  make  a  man  sick  that 
does  not  understand  the  purpose  of  it.'*    He  says:  "That  is  the  way 
these  scientists  have  found  out  that  this  can  be  done  the  best." 
That  instruction  card  can  be  depended  upon  to  carry  the  word  of 
the  master  or  the  manager  without  a  line  of  translation  in  the  way  of 
the  human  element.    I  did  not  believe  any  of  this,  and  when  Mr. 
Taylor  said  to  me,  "Mr.  Gilbreth,  it  is  a  shame  that  a  man  as  strenu- 
ous as  you  are  cannot  be  converted,"  I  said,  "When  you  tell  me  you 
can  get  my  men  to  do  three  times  as  much  work,  you  do  not  know 
what  you  are  talking  about.    When  my  men  go  home  at  night,  their 
first  inclination  is  to  sit  down  and  rest.    I  have  the  best  management 
there  is  anywhere  on  getting  work  out  of  men."   That  is  the  way  every 
man  talks  to  Taylor,  and  nearly  all  of  his  time  is  taken  up  trying  to 
convert  people  that  know  an  awful  lot  about  military  management, 
and  do  not  know  anything  about  functional  foremen  management. 

By  degrees  I  took  some  of  his  advice  and  tried  it.  I  have  abso- 
lutely revolutionized  the  trade  of  bricklaying.  Mr.  Towne  said, 
"The  man  that  can  see  the  end  in  the  advance  of  scientific  manage- 
ment shows  signs  of  decay."    That  does  not  begin  to  tell  the  story. 
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I  have  thought  by  revolutionizing  bricklaying  I  had  reached  the 
limit  of  it.  I  cannot  prophesy  the  end.  There  is  no  end.  As  every 
other  science  progressed,  this  science  of  the  handling  of  workmen  is 
progressing." 

The  planning  departm'ent  becomes  highly  developed. 

Hathaway  (Record,  p.  3035). 

In  the  Tabor  Manufacturing  Co.  there  were  only  seventy-five 
persons  working  in  the  machine  shop,  and  twenty  in  the  planning 
department. 

The  work  of  the  planning  department  in  the  Brighton 
Mills  is  thus  described: 

ScHEEL  (Record,  pp.  3358-3362). 

"  Mr.  Brandeis.  You  said,  Mr.  Scheel,  you  were  the  head  of  the 
planning  department.  I  wish  you  would  describe  or  state  what  that 
planning  department  consists  of,  who  the  members  are,  and  their 
various  functions. 

Mr.  Scheel.  The  planning  department  consists  of  those  of  the 
staff  of  the  factory.    It  consists  of  the  routing  clerk,  a  cost  clerk  — 

Mr.  Brandeis  (interrupting).   You  are  the  head? 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.    You  are  called  the  head? 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.  What  is  the  next  person? 

Mr.  Scheel.  The  man  sitting  next  to  me  is  the  cost  clerk  or  the 
cost  accountant  clerk.  He  is  assisted  by  a  cost  clerk,  who  works  up 
the  preliminary  figures  for  him. 

Mr.  Brandeis.  What  does  the  cost  clerk  or  the  cost  accountant 
do? 

Mr.  Scheel.  The  cost  accountant  draws  conclusions  from  time 
cards,  store  cards,  memorandum  of  the  cotton  used  and  the  distribu- 
tion of  expense  to  the  different  kinds  of  fabric  and  accounts  generally. 

Mr.  Brandeis.  He  is  currently  keeping  daily  the  cost  of  the  article 
produced,  is  he? 

Mr.  Scheel.  Yes,  so  that  some  result  may  be  attained.  The 
fundamental  figures  are  worked  up  daily.  The  results  are  worked  up 
monthly  or  every  six  months. 
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Mr.  Brandeis.  Next  to  the  cost  accountant  is  the  cost  clerk. 
What  is  the  next  person? 

Mr.  ScHEEL.  The  routing  clerk,  for  the  latter  portion  of  the 
mill. 

Mr.  Brandeis.  Is  there  more  than  one  routing  clerk? 

Mr.  Scheel.  Yes,  there  are  two  routing  clerks.  There  is  one  for 
the  weaving  room  and  the  departments  allied  to  it  — 

Mr.  Brandeis  (inUrrupting).  The  finishing? 

Mr.  Scheel.  The  finishing  and  the  warping  and  winding,  where 
the  warps  are  prepared  and  where  the  filling  is  prepared.  The  other 
routing  clerk  directs  the  manufacture  as  to  kind  in  the  card  room  and 
spinning  room  and  twisters. 

Mr.  Brandeis.  What  does  the  routing  clerk  do? 

Mr.  Scheel.  He  keeps  a  schedule  showing  what  work  is  in  pro- 
cess and  what  work  is  planned  for. 

Mr.  Brandeis.  That  is,  he  makes  up  really  the  time  table,  does 
he,  of  all  the  work  as  it  goes  through  these  eighteen  different  de- 
partments? 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.  And  there  are  stations  at  which  they  are  due 
right  through  these  departments? 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.  And  he  is  keeping  all  the  time  records  as  to  just 
what  there  is  at  each  station  as  it  comes  along? 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.  Whether  it  is  on  time  or  overdue? 

Mr.  Scheel.  Yes,  or  ready  in  preparation. 

IVIr.  Brandeis.  What  is  the  next  official? 

Mr.  Scheel.  There  is  a  balance-of-stores  clerk  in  the  office. 

Mr.  Brandeis.  What  does  he  do? 

Mr.  Scheel.  All  stores  are  issued  on  cards,  cards  showing  the 
taking  out  of  stores.  All  receipts  and  all  orders  pass  through  his 
desk.    He  keeps  the  tonnage  balance  of  materials  in  stores. 

Mr.  Brandeis.  He  is  the  one  who  keeps  account  of  just  what 
there  is  at  all  times,  so  he  may  determine  what  there  should  be? 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.  The  next  one  is  what? 

Mr.  Scheel.  The  time  keepers.  There  are  four  of  them.  They 
work  up  the  time  cards.  Their  work  is  finished  when  the  entry  is 
made  on  the  pay  roll,  and  the  entries  for  the  day  on  the  payroll 
checked. 


a 


23 

Mr.  Brandeis.  What  next? 

Mr.  Scheel.  There  are  the  investigators. 

Mr.  Brandeis.  How  many  of  them  are  there? 

Mr.  Scheel.  There  are  six. 

Mr.  Brandeis.  Six  investigators,  and  what  are  their  duties? 

Mr.  Scheel.  They  are  engaged  in  investigating  problems  in 
various  parts  of  the  mill,  all  the  time  studying  and  working  in  the 
training  of  the  workmen  to  bring  them  up  to  the  standard.  That 
about  covers  it,  I  think. 

Mr.  Brandeis.  The  gang  boss  is  doing  the  training  of  the  work- 
men, is  he  not? 

Mr.  Scheel.  Not  initially,  necessarily,  but  the  gang  boss  does 
that  currently.  WTien  a  thing  is  once  established,  the  outside  people 
keep  going,  but  the  investigator  is  a  superior  brain  that  gets  it 
started  and  makes  the  preliminary^  studies  and  investigation." 


4.    Scientific  Management  Changes  the  Relations 
of  the  Management  to  Labor 

Under  scientific  management,  the  management  of  the 
business   assumes  towards   the  workmen  a  wholly  new 
function.    Instead  of  the  prevailing  "  putting  it  up  "  to 
the  employee  to  do  his  work  with  such  stimulus  as  may  be 
given   through   force   or   inducement,   the   management, 
under  the  new  science,  assumes  the  responsibility  of  en- 
abling the  employee  to  work  under  the  best  possible  con- 
ditions of  perfect  team  play.     It  undertakes  to  instruct 
him  definitely  what  to  do  and  the  best  method  of  doing 
the  particular  work.    It  undertakes  to  provide  him  with 
the  best  tools,  and  with  machines  in  the  best  condition. 
It  undertakes  to  furnish  him  with  assistance  to  perform 
those  parts  of  the  operation  requiring  less  skill  than  his 
own.    It  keeps  him  constantly  supplied  with  appropriate 
material.    Acting  in  full  co-operation  with  the  workmen, 
the  management  thus  removes  all  obstacles  to  the  work- 
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men's  full  performance  and  supplies  all  aids  necessary 
to  secure  full  performance.  The  management  thus  as- 
sumes the  burdens  of  management,  and  relieves  labor 
of  responsibilities  not  its  own.  It  substitutes  functional 
or  staff  organization  for  the  military  system. 

Emerson  (Record,  pp.  3588-3592). 

"Mr.  Brandeis.  Just  a  word.  Something  was  said  about  the  mili- 
tary organization  being  objectionable,  and  the  need  of  a  staff  organ- 
ization essential  to  scientific  management.  If  you  can,  in  a  word, 
state  what  you  mean,  or  what  is  meant  by  that. 

Mr.  Emerson.  I  would  like  to  relate  a  little  experience  that  will 
illustrate  what  I  mean.  In  the  old  type  of  shop  the  vice-president  of 
a  railroad  appoints  the  superintendent  of  motive  power;  the  superin- 
tendent of  motive  power  may  select  a  shop  superintendent;  he  may 
select  his  foreman;  the  foreman  may  select  the  man,  and  the  doing 
of  the  job  is  delegated  to  the  man. 

A  casting  that  ought  to  be  machined  in  three  hours  will  come  in, 
and  it  is  a  very  hard  casting,  and  it  takes  twenty  hours  to  machine 
it.  The  man  is  entirely  contented.  It  is  easier  for  him.  He  does  not 
have  to  set  up  other  castings,  and  he  stays  there  and  watches  his 
machine  take  off  these  fine,  hair  cuts,  and  the  twenty  hours  are  taken 
up  in  machining  that  casting. 
That  is  the  old  method. 

Under  the  new  method,  we  reversed  that,  in  theory,  as  far  as  we 
could.  Our  theory  was  that  it  was  the  machine  that  did  the  work; 
that  the  man  was  there  for  the  sake  of  the  machine;  that  the  foreman 
was  there  for  the  sake  of  the  man;  that  the  superintendent  was  there 
for  the  sake  of  the  foreman;  that  the  president  was  there  for  the  sake 
of  the  superintendent;  and  in  that  way  that  the  machine  could  call 
on  the  vice-president  in  case  it  got  into  any  diflficulty.  That  was  the 
type  of  organization. 

It  requires  nothing  revolutionary  to  bring  that  about,  except  an 
entire  change  of  view. 

In  this  particular  shop  they  had  scheduled  the  work  at  three 
hours.  The  man  tried  his  casting,  and  it  took  him  twenty-three 
hours  to  machine  it.  He  was  losing  out  on  his  efficiency;  he  was 
naturally  losing  his  efficiency  reward,  and  he  set  up  a  yell  to  the 
foreman,  "Look  at  this  outrageous  thing  here,  giving  me  three  hours 
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on  that  thing.  And  it  takes  twenty-three  hours  to  do  it."  The 
foreman  was  losing  his  efficiency  on  the  man.  He  came  around,  in  a 
hurry,  to  see  what  could  be  done  to  help  out  that  casting,  and  to  see 
whether  the  machine  was  at  fault,  and  found  that  he  could  not  do 
anything,  so  he  hustled  up  to  the  superintendent,  and  said: 

"Bill  is  very  dissatisfied.  It  has  taken  him  twenty-three  hours  to 
get  out  that  work,  that  he  would  ordinarily  do  in  three  hours,  on  an 
ordinary  casting,  and  I  am  dissatisfied,  and  we  do  not  think  it  is  a 
fair  deal.    It  is  not  a  right  thing.    What  are  you  going  to  do  about 

it?" 

The  superintendent  went  up  and  investigated,  and  said:  "I  will 
anneal  those  castings"  —  there  were  thirty-five  of  them.  " I  will  put 
them  in  the  big  flange  furnace,  and  anneal  them,  and  soften  them." 

So  he  did  put  them  in  the  big  furnace,  and  tried  to  anneal  them, 
and  soften  them,  but  there  was  manganese  in  the  steel,  and  it  did  not 
soften.    So  that  it  was  just  as  hard  as  ever. 

He  had  exhausted  his  resources  and  came  up  to  me  and  told  me 
the  trouble.  He  said:  "What  would  you  recommend  doing?"  He 
said:  "I  have  done  everything  that  I  could."  I  said:  "The  proper 
thing  to  do  is  to  have  a  special  time  study  made  for  those  thirty-five 
castings.  They  are  special  castings,  much  harder  than  normal.  You 
have  an  entire  change  of  conditions.  Go  in  and  make  a  new  study, 
and  make  it  date  back  to  the  first  casting  that  the  man  had."  So  a 
new  study  was  made,  under  the  superintendent,  by  this  time-study 
man,  and  the  time  was  settled  for  these  particular  castings  of  twenty 
hours.  The  man,  after  that,  attained  his  twenty  hours,  and  he  was 
contented.    The  foreman  was  contented. 

I  said  to  the  superintendent:  "You  don't  get  out  of  it  so  easily. 
You  are  going  to  be  charged  up  with  the  seventeen  hours'  loss  on 
each  one  of  those  castings.  That  is  pure  waste  and  should  not  have 
occurred."  He  said:  "What  could  I  do  about  it?"  I  said:  "You 
should  never  have  let  hard  castings  like  that  come  into  the  shop." 
What  are  you  here  for,  if  you  don't  look  at  your  material  as  it  comes 
in?"  He  said:  "What  can  I  do  about  it?"  I  said:  "Go  and  kill  the 
purchasing  agent."  He  said :  "  I  will  do  it.  I  will  write  him  a  letter." 
So  he  wrote  a  letter  to  the  purchasing  agent,  and  I  wrote  a  letter  to 
the  vice-president,  calling  his  attention  to  the  matter,  and  it  was 
taken  up  with  the  steel  foundry  company  that  supplied  the  castings, 
and  a  complaint  was  made  that  they  were  furnishing  castings  with 
manganese  in  them,  that  were  too  hard,  and  that  that  condition 
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would  have  to  be  rectified;  that  the  road  would  not  receive  castings 
of  that  kind,  or  it  would  charge  the  extra  amount  of  work  up  to  the 
foundry  that  furnished  them. 

That  system  resulted  in  making  the  vice-president  remedy  a  dif- 
ficulty that  otherwise  might  have  lasted  indefinitely  and  greatly 
added  to  the  expense  of  the  operation. 

Mr.  Brandeis.  And  that  would  also  have  detracted  from  the 
reputation  of  the  workman  who  did  the  job?  " 


5.    Scientific  Management  Demands  Preparedness 

The  results  attained  through  scientific  management 
depend  upon  universal  preparedness.  Under  scientific 
management  nothing  is  left  to  chance.  All  is  carefully 
prepared  in  advance.  Every  operation  is  to  be  performed 
according  to  a  predetermined  schedule  under  definite  in- 
structions, and  the  execution  under  this  plan  is  inspected 
and  supervised  at  every  point.  Errors  are  prevented  in- 
stead of  being  corrected.  The  terrible  waste  of  delays 
and  accidents  is  avoided.  Calculation  is  substituted  for 
guess;  demonstration  for  opinion.  The  high  efficiency 
of  the  limited  passenger  train  is  sought  to  be  obtained  in 
the  ordinary  operations  of  the  business.  The  same  pre- 
paredness is  invoked  for  industry  which  secured  to  Prussia 
her  victory  over  France  and  to  Japan  her  victory  over 
Russia. 

Hathaway  (Record,  pp.  3039-3048). 

"Mr.  Brandeis.  Will  you  now  describe  what  you  did  with  a  view  of 
preparing  the  way  for  the  twenty  men  who  were  to  functionalize  this 
business? 

Mr.  Hathaway.  We  first  installed  a  tool  room  and  equipped  it 
with  tools.  We  arranged  storerooms  for  the  proper  handling  and 
storage  of  materials,  and  a  planning  department  equipped  with  the 
necessary  paraphernalia  for  doing  the  planning,  planning  the  work. 
Planning  the  work  consists  of  taking  the  drawings  for  any  given  job, 


/ 


27 

and  from  them  mapping  out  in  advance  a  definite  course  of  procedure 
for  prosecuting  the  work.  Formerly  the  drawings  were  turned  over 
to  the  foreman  in  the  shop  and  his  clerk  ordered  the  castings  and 
materials,  and  when  they  came  in  he  planned  it  as  well  as  he  could 
or  left  it  to  the  workman  to  plan  out  in  case  he  had  not  time.  As  it 
is  now,  no  piece  of  work  is  started  in  our  shop  until  the  method  to  be 
followed  in  prosecuting  it  has  been  completely  mapped  out.  We 
determine  in  advance  just  how  the  machines  shall  be  built,  just  what 
operations  shall  be  performed  on  each  of  the  parts  that  enter  into 
that  machine,  and  what  machines  they  shall  use  in  the  sequence  of 
the  operations.  We  take  each  operation  and  plan  the  best  method  for 
doing  it,  and  the  tools  that  shall  be  used,  and  also  as  we  do  that  we 
determine  the  time  that  that  operation  should  take  in  its  performance. 
The  materials  are  all  ordered  in  advance,  before  the  work  or  the  order 
goes  into  the  shop  at  all,  and  the  planning  is  going  on  during  the 
time  that  the  materials  are  being  gotten  into  the  shop.  When  the 
work  is  started  in  the  shop,  every  possible  preparation  has  been 
made,  everything  has  been  anticipated  so  far  as  possible  to  do  it. 

Mr.  Brandeis.  That  is,  when  the  work  first  enters  the  shop  for  the 
first  piece  of  work  to  be  done  on  it,  you  have  prepared  ever>i:hing 
that  is  to  follow  in  precisely  the  same  way  that  the  mechanical  en- 
gineer has  prepared  ever^-thing  when  he  is  building  a  bridge  or  a 
steel  structure  or  the  like? 

Mr.  Hathaway.     Yes. 

Mr.  Brandeis.  And  that  applies  to  every  single  operation  in  the 
process  of  manufacture? 

Mr.  Hathaway.    Yes. 

Mr.  Brandeis.    As  it  goes  through  your  plant? 

Mr.  Hathaway.    Yes. 

Mr.  Brandeis.  So  that  the  planning  is  entirely  comparable  to  the 
planning  of  the  mechanical  engineer  who  is  constructing  a  bridge  or 
a  ship  or  any  similar  structure? 

Mr.  Hatil\way.    Precisely,  yes. 

Mr.  Brandeis.  In  planning  that  work  will  you  describe  just  the 
steps  and  the  different  functions  of  these  twenty  men  that  you 
speak  of  and  what  they  are  doing? 

Mr.  Hathaway.  As  soon  as  the  drawings  have  been  prepared  — 

Mr.  Brandeis  (interrupting).  That  preparation  of  drawings  is 
precisely  the  same  under  the  new  system  as  it  was  under  the  old? 

Mr.  Hathaway.   Precisely,  excepting  that  our  drawings  now  con- 
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vey  the  information  necessary  for  the  manufacture  of  goods  a  little 
more  clearly  than  formerly. 

Mr.  Brandeis.  It  has  certain  additional  instructions  to  the  work- 
men? 

Mr.  Hathaway.  Yes,  and  the  planning  appears  more  clearly. 

Mr.  Brandeis.  But  aside  from  that,  there  is  no  appreciable  dif- 
ference in  the  drafting  room? 

Mr.  Hathaway.  No. 

Mr.  Brandeis.  What  takes  place  when  it  goes  into  the  manufactur- 
ing department? 

Mr.  Hathaway.  The  first  step  is  to  prepare  a  diagram  or  chart  — 
that  is,  providing  it  is  a  machine  composed  of  a  number  of  parts  — 
showing  the  relation  of  the  various  parts  to  each  other,  their  relative 
importance,  so  far  as  they  are  to  be  pushed  through  the  shop.  For 
instance,  a  part  that  takes  longer  to  get  the  casting  for  and  has  more 
operations,  or  operations  of  a  more  intricate  nature  on  it,  which  we 
regard  as  being  more  important  than  a  simple  part  that  has  one  or 
two  operations  on  it,  is  pushed  through  the  shop,  and  this  diagram 
indicates  that  and  shows  its  relation  to  the  other  parts. 

Mr.  Brandeis.  As  I  understand  it,  when  the  original  planning  is 
made,  you  are  providing  in  advance  or  determining  in  advance  those 
portions  of  the  machine  which  it  will  require  a  longer  time  to  get 
ready? 

Mr.  Hathaway.  Yes. 

Mr.  Brandeis.  So  that  when  the  period  of  manufacturing  arrives, 
when  they  are  needed,  they  will  be  ready  to  go  forward  on  the  train 
of  manufacture? 

Mr.  Hathaway.  Yes.  This  diagram  shows  the  materials  required 
for  each  of  the  various  parts,  the  relation  of  the  parts  one  to  another, 
the  operations  to  be  performed  on  each  of  the  parts,  and  which  parts 
are  to  be  manufactured  especially  for  the  order  in  question,  and 
which  can  be  drawn  from  stores  or  from  stock.  At  that  time  what 
we  call  route  sheets  are  made  up  on  which  the  progress  of  what  work 
we  are  sending  through  the  shop  is  later  kept  track  of.  Orders  on 
the  storeroom  for  all  material  to  come  from  stock  are  made  up.   * 

Mr.  Brandeis.  Take  this  route  sheet  which  comes  in  at  the  begin- 
ning. Is  there  a  predetermination  approximately  of  the  date  when 
every  bit  of  work  on  this  order  is  to  be  performed? 

Mr.  Hathaway.  Approximately  there  is.  There  is  a  date  fixed 
for  the  completion  of  the  entire  lot  of  machines,  and  from  that  we 
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work  backwards  and  fix  dates  when  the  various  groups  of  sections 
of  machines  should  be  completed. 

Mr.  Brandeis.    In  the  planning? 

Mr.  Hathaway.    Yes. 

Mr.  Brandeis.    In  the  planning  there  is  fixed  a  time  schedule? 

Mr.  Hathaway.    Yes. 

Mr.  Brandeis.  When  the  work,  or  each  particular  piece  of  the  work, 

must  be  completed? 

Mr.  Hathaway.    Yes. 

Mr.  Brandeis.    In  order  that  the  train  may  arrive  on  time? 

Mr.  Hathaway.  Yes.  That,  however,  is  not  done  by  the  man 
who  plans  the  methods  for  doing  the  work.  It  is  a  different  man,  a 
different  function. 

Mr.  Brandeis.    It  is  a  diffierent  man  who  does  that? 

Mr.  Hathaway.  Yes.  That  is  the  first  step  in  the  planning.  After 
this  diagram  or  these  diagrams  have  been  made  up  the  next  step 
is  to  see  that  we  either  have  in  stock  all  of  the  materials  required, 
or  that  we  have  them  ordered.  The  castings  are  ordered  by  a  clerk 
whose  duty  it  is  to  see  that  the  castings  get  in  on  time,  and  who  is  in 
constant  touch  with  the  founderies,  and  it  is  his  duty  to  see  that 
the  castings  get  in  when  wanted.  The  materials  that  are  ordinarily 
carried  in  stock  or  in  the  stores  are  looked  after  by  a  clerk  whose 
duty  it  is  to  see  that  the  stock  of  standard  articles,  such  as  cap 
screws,  bolts,  bar  steel  and  raw  materials  of  that  sort,  is  kept  up. 

The  next  step  after  that  is  to  plan  in  detail  the  various  operations, 
and  in  doing  that  the  clerk  whom  we  call  the  instruction  card  man 
gets  the  drawings  for  each  piece  and  studies  that  particular  opera- 
tion and  writes  up  an  instruction  card,  stating  the  best  method  and 
the  method  which  should  be  followed  in  performing  that  particular 

op)eration. 
Mr.  Brandeis.    These  men  are  among  your  functionalized  twenty? 

Mr.  Hathaway.    Yes,  sir. 

Mr.  Brandeis.  These  men  determine  from  the  drawings  the  best 
way  of  performing  every  operation  required  in  the  construction  of 
the  machines? 

Mr.  Hathaway.    Yes. 

Mr.  Brandeis.  And  they  reduce  it  to  writing? 

Mr.  Hathaway.  Yes. 

Mr.  Brandeis.  The  instructions  for  performing  that  operation  are 
reduced  to  writing  by  them? 
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Mr.  Hathaway.  Yes.  They  describe  the  method  to  be  followed 
in  performing  that  operation,  in  just  the  same  way  as  they  would  do 
if  they  were  going  on  the  machine  to  do  it  themselves,  and  as  they 
do  that  they  at  the  same  time  make  up  a  list  of  tools  required  for 
doing  this  operation  in  accordance  with  the  method  they  have  planned. 

Mr.  Brandeis.  Are  there  any  other  instructions  that  are  given? 

Mr.  Hathaway.  Those  are  the  principal  instructions. 

Mr.  Brantdeis.  Is  there  any  instruction  as  to  the  time  which  shall 
be  required  in  performing  the  particular  operation? 

Mr.  Hathaway.  Yes,  I  neglected  to  say  that  in  writing  up  this 
instruction  card  they  put  down  each  element  that  enters  into  it, 
such  as  putting  in  and  taking  out  drills,  putting  on  clamps  for  holding 
the  work,  changing  the  feeds  and  spools  — every  movement  that 
must  be  performed  is  taken  into  consideration  and  put  down  in  this 
instruction  card  in  its  proper  sequence. 

Mr.  Brandeis.  That  instruction  card  will  give  a  definite  statement 
of  the  thing  to  be  done? 

Mr.  Hathaway.  Yes. 

Mr.  Brandeis.  And  the  time  allowed? 

Mr.  Hathaway.  And  the  time  allowed  for  doing  each  particular 
thing  or  performing  that  particular  element. 

Mr.  Brandeis.  And  that  instruction  card  is  handed  to  the  man 
who  is  to  perform  the  work? 

Mr.  Hathaway.  That  instruction  card  is  handed  to  the  man  who 
is  to  perform  the  work  for  his  guidance  and  for  the  guidance  of  his 
gang  boss  or  machine  boss. 

Mr.  Brandeis.  What  is  the  next  step? 

Mr.  Hathaway.  The  next  step  is  putting  the  work  in  process  or 
starting  it  out  in  the  shop.  I  am  a  little  ahead  of  myself  there.  In 
the  meantime  there  have  been  operation  orders  written  up;  that  is, 
an  order  for  each  operation,  which  is  posted  in  the  shop,  and  a  bulle- 
tin board  for  each  machme.  They  are  written  up.  The  orders  for 
movement  of  work  from  place  to  place  are  written  up.  In  fact, 
everything  is  arranged  in  advance  or  prepared  in  advance.  Then  the 
work  is  ready  to  be  started  in  the  shop  as  soon  as  the  materials  have 
arrived. 

Mr.  Brandeis.  That  is,  everything  that  is  to  be  done  in  the  build- 
ing of  this  machine  is  provided  by  specifications  in  advance? 
Mr.  Hathaway.  Has  been  planned  and  prepared  for. 
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Mr.  Brandeis.  So  that  the  different  pieces  of  work  are  assembled 
from  time  to  time  just  as  if  you  had  completed  the  machine? 

Mr.  Hathaway.  Yes. 

Mr.  Brandeis.  Now  go  forward. 

Mr.  Hathaway.  When  the  work  is  started  in  the  shop,  as  soon  as 
the  materials  arrive  in  the  shop  —  we  will  assume  we  have  some 
castings  coming  in  ordered  shipped  for  these  machines  or  for  a  given 
machine.  When  they  arrive,  a  notice  is  sent  to  the  planning  depart- 
ment and  the  clerk  whom  we  call  the  recording  clerk  gets  that  notice. 
He  immediately  takes  from  the  orders  which  have  been  written  in 
advance  and  which  have  been  placed  in  a  receptacle,  one  of  those 
orders  and  hands  it  to  the  move  man,  a  man  who  does  nothing  but 
move  the  material.    He  does  nothing  except  on  written  orders." 


6.   Scientific  Management  Demands  Analytical  Study 

The  results  attained  through  scientific  management  de- 
pend further  on  a  careful  study  of  each  operation  with  a 
view  to  determining  in  the  first  place  what  time  should  nor- 
mally be  taken  in  performing  the  operation,  and  secondly, 
whether  it  can  be  performed  in  a  better  manner  than  has 
hitherto  been  practised.  No  assumption  is  made  that  the 
time  hitherto  employed  was  necessarily  the  proper  time, 
nor  that  the  way  in  which  it  has  been  performed  is  the  best 
way.  Scientific  observation  and  scientific  methods  are  sub- 
stituted for  the  rule  of  thumb,  for  practices  hallowed  by 
age  and  tradition ;  and  waste,  whether  of  time  or  of  effort 
or  of  material,  is  eliminated.  The  whole  realm  of  science 
is  brought  to  the  aid  of  the  humblest  workman.  Instead 
of  letting  him  trudge  alone  in  darkness  and  afoot  through 
a  sandy  road,  he  moves  as  on  a  bicycle  by  daylight  over  as- 
phalt pavement. 

(a)    Gantt  (Work,  Wages  and  Profits,  pp.  30-31). 
"We  can  never  be  certain  that  we  have  devised  the  best  and 
most  efficient  method  of  doing  any  piece  of  work  until  we  have  sub- 
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jected  our  methods  to  the  criticism  of  a  complete  scientific  investi- 
gation. Many  people  who  have  been  accustomed  to  seeing  an  oper- 
ation performed  in  a  certain  way,  or  to  performing  it  in  that  way 
for  a  number  of  years,  imagine  they  know  all  about  it,  and  resent 
the  intimation  that  there  may  be  some  better  way  of  doing  it.  Any- 
body, however,  who  carefully  analyzes  the  sources  of  his  methods 
will  find  that  the  mass  of  them  are  either  inherited,  so  to  speak,  from 
his  predecessor,  or  copied  from  his  contempoi  aries.  He  will  find 
that  he  knows  but  little  of  their  real  origin,  and  consequently  has 
no  ground  on  which  to  base  an  opinion  of  their  efficiency." 

(h)    Gantt  (Work,  Wages  and  Profits,  pp.  34-36). 

"The  first  condition  is  an  investigation  of  how  to  do  the  work 
and  how  long  it  should  take.  The  fact  that  any  operation,  no  matter 
how  complicated,  can  be  resolved  into  a  series  of  simple  operations, 
is  the  key  to  the  solution  of  many  problems.  Study  leads  us  to  the 
conclusion  that  complicated  operations  are  always  composed  of  a 
number  of  simple  operations,  and  that  the  number  of  elementary 
operations  is  often  smaller  than  the  number  of  complicated  op)era- 
tions  of  which  they  form  the  parts.  The  natural  method,  then,  of 
studying  a  complex  operation  is  to  study  its  component  elementary 
operations.  Such  an  investigation  divides  itself  into  three  parts, 
as  follows:  An  analysis  of  the  operation  into  its  elements;  a  study 
of  these  elements  separately;  a  synthesis,  or  putting  together  the 
results  of  our  study. 

This  is  recognized  at  once  as  simply  the  ordinary  scientific  method 
of  procedure  when  it  is  desired  to  make  any  kind  of  an  investigation, 
and  it  is  well  known  that  until  this  method  was  adopted  science  made 
practically  no  progress.  The  ordinary  man,  whether  mechanic  or 
laborer,  if  left  to  himself  seldom  performs  any  operation  in  the 
manner  most  economical  either  of  time  or  labor,  and  it  has  been 
conclusively  proven  that  even  on  ordinary  day  work  a  decided 
advantage  can  be  gained  by  gi^'^ng  men  instructions  as  to  how  to 
perform  the  work  they  are  set  to  do.  It  is  perfectly  well  known 
that  nearly  every  operation  can  be,  and  the  actual  work  is,  per- 
formed in  a  number  of  different  ways,  and  it  is  self-evident  that  all 
of  these  ways  are  not  equally  efficient.  As  a  rule,  some  of  the  meth- 
ods 'jmployed  are  so  obviously  inefficient  that  they  may  be  discarded 
at  once,  but  it  is  often  a  problem  of  considerable  difficulty  to  find 
out  the  very  best  method. 

To  analyze  every  job  and  mark  out  instructions  as  to  how  to 
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perform  each  of  the  elementary  operations  requires  a  great  deal  of 
knowledge,  much  of  which  is  very  difficult  to  acquire,  but  the  results 
obtained  by  this  method  are  so  great  that  the  expenditure  to  acquire 
the  knowledge  is  comparatively  insignificant." 

(c)  GiLBRETH  (Record,  p.  3416). 

"  I  am  frank  and  glad  to  say  that  this  subject  has  become  so  ex- 
ceedingly interesting  to  me  that  not  only  from  the  standpoint  of 
interest,  but  from  the  standpoint  of  actual  profits  and  benefits  to 
my  business,  I  am  spending  one  day  in  every  two  weeks  in  some  shop 
where  there  is  scientific  management.  I  am  learning  my  trades  all 
over  again.  I  find  the  way  I  have  always  done  has  been  wrong,  and 
I  am  of  the  opinion  that  any  new  problem  that  comes  up  that  has 
not  been  attacked  by  the  laws  of  scientific  management,  is  wrong,  is 
bungled,  and  is  very  badly  bungled." 

(d)  ScHEEL  (Record,  pp.  3334-3336). 

"Mr.  ScHEEL.  One  of  these  new  looms,  in  fact  four  of  them,  had 
been  studied  by  a  man  especially  deputed  to  do  that  work;  that  is, 
a  time  study  had  been  made. 

Mr.  Brandeis.  WTiat  were  the  qualifications  of  that  man  who 
made  the  time  study? 

Mr.  ScHEEL.  He  was  the  best  man  available;  the  best  man  as 
to  experience;  he  was  a  college  graduate,  and  also  a  graduate  of 
Stevens  Institute,  who  had  been  with  the  Brighton  Mills  in  their 
mechanical  department  up  to  that  time,  for  two  years,  I  think. 

Mr.  Brandeis.  When  you  say  he  studied  the  operation  of  that 
machine,  describe  exactly  what  he  did,  what  studying  means. 

Mr.  ScHEEL.  In  his  case,  I  think  studying  meant,  as  the  machine 
was  being  operated  by  a  very  good  man,  seeing  what  the  difficulties 
were  that  prevented  that  man  doing  better  work  than  he  was  doing. 

Mr.  Brandeis.  You  say,  what  the  difficulties  were  in  determin- 
ing how  that  man  could  do  better  than  he  was  doing? 

Mr.  ScHEEL.  Yes. 

Mr.  Brandeis.  How  long  did  it  take  for  this  expert  to  study 
that  simple  operation? 

Mr.  ScHEEL.  I  think  he  spent  a  month,  taking  his  notes,  getting 
his  readings,  getting  together  his  ideas  regarding  what  the  difficul- 
ties were,  and  thinking  how  he  could  remove  them. 

Mr.  Brandeis.  That  is,  he  spent  one  month  in  the  study  of  that 
particular  operation? 
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Mr.  ScHEEL.  Yes. 

Mr.  Brandeis.  And  what  was  it  that  he  did,  and  why  did  it 
take  him  a  month  to  study  that  operation?  Was  he  studying  any 
improvement  in  the  operation  itself? 

Mr.  SCHEEL.    No. 

Mr.  Brandeis.  What  was  he  trying  to  do,  during  that  month 
that  he  spent  his  time  on  that  study? 

Mr.  Scheel.  He  was  trying,  in  the  first  place,  to  remove  diffi- 
culties. 

Mr.  Brandeis.  That  is,  to  eliminate  obstacles  to  progress  in  the 
work? 

Mr.  Scheel.  Yes;  and  also  to  determine  what  physical  motions 
the  man  went  through,  what  the  reasonable  times  were  for  each 
part  of  each  of  those  motions,  and  what  interferences  there  were  in 
the  way  of  the  machine  time  itself.  That  is,  what  was  prevent- 
able, plainly,  and  what  was  not  preventable/' 


7.   Scientific  Management  Demands  Records  of 

Industrial  Performance 

Scientific  management  recognizes  also  that  due  appre- 
ciation of  the  actual  results  of  effort  must  be  based  upon 
actual  knowledge ;  and  such  knowledge  is  an  essential  con- 
dition to  the  best  performance.  The  current  record  of  the 
accomplishment  of  each  individual,  of  each  machine,  and 
of  all  material  is  an  indispensable  factor  in  scientific  man- 
agement. Without  such  a  record  the  tyranny  of  the  fore- 
man, and  all  the  discord  which  attends  it,  is  inevitable. 
Without  such  a  record  justice  to  employer  and  employee 
is  impossible.  Without  such  a  record  waste  cannot  be 
eliminated.  Without  such  a  record  no  firm  basis  exists  for 
progress  in  the  individual  or  in  the  establishment. 

Possessing  such  individual  records,  each  performance  is 
then  compared  with  the  standard  determined  through  an- 
alytical study. 
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(a)    Gantt  (Work,  Wages  and  Profits,  p.  64). 

"Not  long  ago  a  large  contractor  in  New  York,  w^ho  had  been 
studying  methods  of  handling  his  workmen  efficiently,  spent  some 
time  on  one  of  his  large  excavating  jobs.  He  provided  a  sufficient 
number  of  buckets  so  that  each  man  was  always  shovelling  into  a 
bucket  by  himself,  and  kept  track  of  the  buckets  filled  by  each  man. 
At  once  the  number  of  buckets  that  came  out  of  the  hole  was  doubled." 

(6)    Scheel  (Record,  p.  3329). 

"Mr.  Brandeis:  And  what  result  is  there  in  respect  to  the  method 
of  stores  keeping? 

Mr.  Scheel.  It  involves  the  use  of  a  systematic  way  of  order- 
ing materials;  the  use  of  the  requisition  from  the  man  that  wants 
the  article  on  the  purchasing  agent;  the  use  of  a  certain  form  on 
the  part  of  the  purchasing  agent  when  he  orders  that  material;  the 
notification  of  the  man  that  makes  out  the  requisition  when  the 
article  is  received,  so  that  he  may  pass  on  its  quality  before  payment 
is  made;  and  a  notification  of  the  accountants  that  the  item  is 
ready  to  be  paid. 

Mr.  Brandeis.  Then  there  is  in  this  system  of  stores  keeping  an 
exact  assimilation  of  the  treatment  of  materials  to  that  which  has 
been  common  in  the  case  of  the  treatment  of  money,  and  the  vouch- 
ers for  all  the  money  expended? 

Mr.  Scheel.  I  should  say  so,  yes. 

Mr.  Brandeis.  So  that,  in  determining  at  any  time  the  materials 
on  hand,  instead  of  taking  an  inventory,  or  making  a  personal  inspec- 
tion, there  is  merely  an  inspection  of  the  record  to  determine  what  is 
there?" 

(c)    Scheel  (Record,  p.  3330). 

"Mr.  Scheel.  The  method  of  time  keeping  makes  provision  for 
exact  knowedge,  on  separate  time  cards,  of  operations  —  several 
cards  for  several  operations  by  the  same  person,  if  they  take  place 
in  one  part  of  the  day. 

Mr.  Brandeis.  And  each  card,  then,  each  day,  is  a  record  of 
what  the  man  has  done,  and  what  the  cost  of  it  is,  in  w^ages? 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.  So  that,  combining  the  material,  the  stores  keep- 
ing and  the  time  record,  there  is  in  the  business,  at  hand,  a  daily 
balance  showing  the  exact  condition  of  the  business,  the  exact  ex- 
pense up  to  that  time  of  the  operations  which  have  been  performed? 

Mr.  Scheel.  Yes. 
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(d)  GiLBRETH  (Record,  pp.  3408-3409). 

"  Mr.  GiLBRETH.  The  first  thing  to  be  done,  I  should  say,  although 
there  are  a  great  many  routes  leading  to  this  same  place,  is  to  sepa- 
rate the  work  of  each  man  so  that  his  output  can  be  recorded  sepa- 
rately, so  that  the  square  deal  may  be  given  to  that  man  who  is 
really  doing  the  business.  You  make  an  incentive  then  for  each  man 
to  do  his  best,  and  if  he  is  rewarded  in  accordance  with  his  effort, 
that  is  but  one  of  the  many  schemes  whereby  this  system  is  founded 
on  fair  play  to  the  workman.  Record  the  output  of  each  man 
separately.  Of  course  the  man  that  hears  this  for  the  first  time 
will  say,  "  I  know  a  case  where  you  cannot  record  each  man  separately 
because  there  are  four  men  pulling  on  a  rope.'*  That  is  no  reason 
why  you  should  not  record  the  rest  of  them  separately.  I  know  of 
no  shop  where  the  scientific  management  has  gone  down  and  reached 
the  last  man.  It  is  a  case  of  percentage.  If  you  can  get  90  per  cent 
of  your  men  on  this  system  instead  of  80  per  cent,  it  is  a  great  deal 
better  than  the  80  per  cent  basis.  That  is  the  first  step.  Place 
your  men  so  that  their  output  can  be  measured  separately  and 
measure  it  separately  so  as  to  give  the  square  deal  to  each  man. 
That  is  the  first  step." 

(e)  GiLBRETH  (Record,  pp.  3410-3412). 

"  Mr.  GiLBRETH.  First  of  all,  we  separated  the  men  so  that  their 
output  showed  up  separately. 

Commissioner  Prouty.  Just  how  did  you  do  that  — by  giving 
each  man  a  certain  number  of  brick,  or  how? 

Mr.  GiLBRETH.  That  question  you  have  asked.  Commissioner 
Prouty,  is  a  very  leading  question.  It  took  us  a  long  time  to  answer 
that  on  the  work.  We  could  not  measure  the  output  of  each  man 
separately  for  a  long  time.  But  in  the  process  of  scientific  manage- 
ment that  fact  was  prophesied,  that  we  would  be  able  to  do  it  as 
surely  as  the  position  of  one  of  the  outer  planets  was  prophesied  by 
mathematics.  We  furnished  our  men  with  eighteen  bricks  in  what 
we  called  a  packet  for  the  want  of  a  better  name.  That  packet 
consisted  of  a  tray  with  four  slats,  two  this  way  and  two  this  way, 
for  handles.  I  got  the  idea  for  that  from  Mr.  Taylor  and  Mr.  Gantt 
in  the  matter  of  handling  pig  iron  at  the  Bethlehem  Steel  Company. 
They  found  after  long  experiments  that  ninety-two  pounds  was  the 
best  unit  for  handling  pig  iron.     If  that  is  true  of  pig  iron  and  the 
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laborer  makes  no  use  of  the  material  he  carries,  it  must  be  true  also 
of  brick.  So  we  arranged  to  have  the  packet  that  would  best  handle 
ninety-two  pounds  of  brick.  We  counted  the  empty  packet.  We 
could  do  it  no  other  way,  and  I  assure  you  that  we  were  weeks  learn- 
ing that  simple  fact.  We  had  to  knock  off  all  business  and  put  a 
man  specially  trained  in  science  to  discover  how  to  measure  the 
number  of  bricks  of  each  man.  Every  workman,  every  brick  man 
and  foreman  on  the  job,  gave  it  up  as  being  impossible,  and  that 
illustrates  particularly  well  the  difficulties  encountered  in  this  thing, 
and  if  you  do  not  know  more  about  your  work  than  the  best  mechanic 
you  can  get  it  is  not  scientific  management.  This  eliminates  the 
old  practice  of  safely  leaving  the  conducting  of  work  to  a  good  fore- 
man or  a  good  superintendent.  The  new  management  consists  of 
taking  the  best  superintendent  you  can  get,  at  any  price,  together 
with  other  scientists,  and  sitting  down  together  and  getting  the 
best  way,  and  putting  it  in  writing,  then  measuring  the  output  of 
each  man  and  paying  him  a  wage  unheard  of  before.  You  cannot 
drive  that  man  away  from  your  job  with  a  club  when  he  once  begins 
to  get  his  bonus." 


8.    Scientific  Management  Demands  Standardized 

Methods  and  Equipment 

Scientific  management  seeks  to  ascertain  and  apply  in 
every  process  the  best  attainable  methods,  practices,  tools, 
and  machines.  It  necessarily  follows  that  all  must  be 
standardized.  There  is  but  one  best  way;  and  it  is  es- 
sential for  the  standardization  of  tools  and  machines  that 
they  be  all  in  perfect  condition.  Any  variation  from  the 
best,  be  it  in  kind  or  condition,  is  certain  to  interfere  with 
the  regularity  of  production,  in  quantity  and  quality  and 
also  to  render  untrustworthy  such  tests  of  relative  effi- 
ciency as  have  been  established. 

(a)    GiLBRETH  (Record,  p.  3409). 

"  The  second  step  would  be  to  establish  standards,  standard  tools. 
Go  into  Mr.  Dodge's  shop  and  you  will  find  a  man  cannot  use  any 
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tool  he  wants.  He  has  to  use  the  standard  tool,  for  they  know  what 
is  better  for  him  than  he  knows  himself.  The  secret  of  this  whole 
thing  is  that  they  have  brought  together  the  best  men  from  the 
ranks,  from  the  colleges,  from  the  board  of  managerial  experts,  and 
they  have  all  gathered  together  and  put  all  this  thing  in  writmg, 
and  that  is  the  standard,  and  each  man  must  use  that  standard. 
He  must  do  it  in  no  other  way.  He  must  use  that  standard.  They 
provide  a  very  good  way  for  these  better  improvements  to  come  in 
all  the  time  and  supersede  the  others." 

(6)  Emerson  (Efficiency,  p.  79). 

"  The  standard  study  has  increased  the  average  life  of  belting  more 
than  six-fold;  has  reduced  belt  failures  to  one-sixth  of  what  they 
were,  and  has  decreased  the  known  cost  to  less  than  one-seventh.** 

Scientific  management  of  course  recognizes  the  possi- 
bility and  desirability  of  such  changes  in  methods,  prac- 
tices, tools,  and  machines  as  wiU  tend  to  advance  the  art; 
but  no  change  should  be  adopted  except  as  the  result  of 
careful  consideration  by  those  most  competent  to  deal  with 
the  subject. 

9.   How  Scientific  Management  has  Increased  the 
Efficiency  of  the  Individual 

Wherever  the  principles  of  scientific  management  have 
been  applied,  greatly  increased  efficiency  of  men  has  been 
attained.    The  following  are  a  few  examples: 

(a)  When  applied  to  the  simple  operation  of  loading  by  hand  a  rail- 
road car  with  pig  iron,  the  performance  of  the  individual  worker  mcreased 
from  123/^  to  47  tons  a  day. 

(6)  When  applied  to  shovelling  coal,  it  doubled  or  trebled  the  per- 
formance  of  the  shoveller. 

(c)  When  applied  to  machine  shop  work,  it  developed  in  certam 
operations,  increases  in  production,  ranging  from  400  to  1800  per  cent. 

id)  When  applied  to  bricklaying  the  day's  accomplishment  rose  from 

1000  to  2700  bricks.  . 

(Gilbreth:  Record,  p.  3410.) 
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(e)  When  applied  in  the  manufacture  of  machinery,  75  men  in  the 
machine  shop  with  20  in  the  planning  department  do  two  or  three  times 
as  much  work  as  105  men  in  the  machine  shop  did  under  the  old 
methods. 

(Hathaway:  Record,  p.  3059.) 

(/)  When  applied  in  the  manufacture  of  cotton  goods,  it  increased  the 
output  a  hundred  per  cent. 

(Scheel:  Record,  p.  3377.) 


10.   How  Scientific  Management  Increases  the  Efficiency 

of  Plant  and  Equipment 

Under  scientific  management  the  same  analytical  study 
is  made  of  the  possible  accomplishment  of  each  part  of 
the  plant  and  of  each  individual  machine,  as  it  is  of  the 
individual  worker.  Analytical  study  is  made  to  determine 
what  performance  is  possible  under  the  best  conditions 
and  to  eliminate  every  obstacle  to  full  performance  so  as 
to  secure  the  full  utiUzation  of  every  part  of  the  plant 
and  equipment.  In  most  cases  the  increased  productivity 
of  the  individual  workman  carries  with  it  increased  pro- 
duction of  plant  and  machinery.  Every  problem  incident 
to  plant  and  machinery  receives  close  study,  —  for  in- 
stance, the  arrangement  of  plant  and  machinery  so  as  to 
reduce  all  unnecessary  movements  of  men  and  material 
or  machinery;  equalization  of  equipment  as  well  as  stand- 
ardization of  equipment.  A  common  incident  of  the  in- 
troduction of  scientific  management  is  the  discovery  that 
a  plant  supposed  to  have  been  inadequate  proves  to  be 
over-equipped. 

(a)    Scientific  management  applied  in  the  manufacture  of  ma- 
chinery, increased  the  capacity  of  the  plant  over  150  per  cent. 

(Hathaway:  Record,  p.  3058.) 
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(6)    Emerson  (Efficiency,  pp.  59-62). 

"A  head  of  staff  to  plan,  direct  and  advise  as  to  everything  appeiv 
taining  to  the  adjustment  of  structures,  machines,  tools,  and  other 
equipment  to  the  work  in  hand.    There  is  very  little  difference 
between  good  handling  of  equipment  and  good  handling  of  men. 
The  rules  that  apply  to  the  one  case  will  generally  apply  to  the 
other.    Much  has  been  learned  about  the  proper  care  of  men  from 
methods  evolved  for  the  care  of  equipment,  and  much  has  to  be 
learned  about  the  care  of  equipment  from  methods  evolved  for  the 
guidance  of  men.     It  is  not  to  be  forgotten  that  in  the  human  organ- 
ism the  whole  is  incapacitated  by  a  seemingly  slight  injury  to  a 
single  part.    No  man  will  work  efficiently  with  a  cinder  in  his  eye, 
or  a  splinter  under  his  nail.    Neither  will  a  plant  work  efficiently  if 
little  things  go  wrong.    Single  items  of  equipment  are  often  of  very 
great  perfection,  whether  a  Corliss  engine  or  a  twist  drill,  but  from 
twist  drill  to  general  design  and  equipment  of  plant  everything  is 
usually  wholly  out  of  relation  and  balance.     Recently,  in  conse- 
quence of  staff  organization,  it  was  found  necessary  to  relocate  over 
three-quarters  of  all  the  machines  in  two  large  and  fairly  modern 
plants.     Each  machine  had  been  doing  good  work  by  itself,  and  no 
one  looked  further;  but  the  moment  its  relation  to  other  machines  or 
to  the  progress  of  the  work  was  investigated,  the  conditions  at  once 
appeared  impossible  and  unbearable.    This  relocation  of  machines, 
together  with  other  staff  reforms,  has  resulted  in  an  increase  of  out- 
put of  40  per  cent  without  additional  men  for  equipment.    The  high 
officials  of  every  railroad  point  out  the  glaring  defects  of  early  loca- 
tion or  equipment  —  the  fact,  for  instance,  that  among  1600  loco- 
motives owned  by  one  road  there  were  250  different  types,  instead 
of  6.    The  earlier  builders  had  no  staff  advice. 

This  staff  line  in  charge  of  the  use  of  equipment  also  extends  down 
until  it  is  within  reach  of  the  worker.  An  example  will  show  both 
the  nature  and  the  effects  of  staff  organization.  A  staff  was  organ- 
ized on  a  transcontinental  railroad  to  advise  generally  as  to  the 
care  and  operation  of  shop  machinery  and  tools.  The  duties  of  the 
staff,  which  extended  from  the  vice-president's  office  downwards, 
were: 

a.  To  secure  suitable  machines  and  equipment. 

b.  To  give  them  the  best  possible  care. 

c.  To  give  the  workers  ad\dce  and  directions  as  to  how  to  use 
the  equipment  most  efficiently. 
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The  expense  of  maintaining  shop  machinery  and  tools  on  this 
railroad,  for  the  year  1903^,  was  $487,171;  the  unit  cost  in  relation 
to  output  was  $10.31.  On  a  competing  and  largely  parallel  rail- 
road, working  under  similar  conditions,  the  cost  in  the  same  year 
was  $487,150,  and  the  unit  cost,  $9.55.  As  a  result  of  staff  activity 
and  control  on  the  first  road,  by  the  year  1906-7  total  costs  had 
fallen  to  $315,844,  and  unit  costs  to  $4.89,  but  on  the  other  road, 
where  line  organization  was  not  supplemented  by  staff  organization, 
the  total  costs  rose  to  $638,193,  unit  costs  remaining  virtually  con- 
stant at  $9.81.  This  saving  in  expenses  of  $322,000  was  brought 
about  by  a  staff  costing  less  than  $10,000,  and  the  $10,000  is  included 
in  the  $315,844. 

One  subdivision  of  this  maintenance  problem  was  the  care  of 
belting.  This  had  cost  (for  maintenance  and  renewals)  at  one  of 
the  main  shops  about  $12,000  a  year,  and  it  was  so  poorly  installed 
and  supervised  that  there  was  an  average  of  twelve  breakdowns 
every  working  day,  each  involving  more  or  less  disorganization  of 
the  plant  in  its  parts  or  as  a  whole.  With  the  authority  of  the  vice- 
president  and  in  conjunction  with  the  general  purchasing  agent, 
the  whole  subject  of  belting  was  taken  up.  A  few  general  rules  were 
laid  down: 

a.  That  there  should  be  accurate  and  continuous  records  of 
installation,  repairs,  and  breakdowns. 

6.  That  the  installation  and  care  should  be  delegated  to  one 
trained  specialist  with  full  authority  and  responsibilityo 

c.  That  the  quality  of  the  installation  and  operation  should  be 
very  high. 

The  worker  in  actual  charge  of  belts,  a  promoted  day  laborer,  was 
given  standards,  and  took  his  directions  from  a  special  staff  foreman, 
only  one  of  whose  duties  was  knowledge  as  to  belts.  The  foreman 
had  received  his  knowledge  and  ideas  from  the  general  chief  of 
staff,  who  had  made  belts  a  special  study,  and  this  general  chief  of 
staff  had  been  inspired  and  directed  by  a  man  who  had  made  a  nine 
years'  special  study  of  belts  and  who  was  the  greatest  authority  in 
the  world  on  the  subject.  The  belt  foreman  had  as  much  of  this 
knowledge  at  his  call  as  he  could  absorb,  but  he  in  turn  was  in  imme- 
diate contact  with  each  individual  belt,  with  the  machine  it  was 
on  and  with  the  worker  using  the  machine.  The  chief  of  staff  learned 
as  much  from  the  belt  foreman  as  the  belt  foreman  learned  from  the 
chief  of  staff.    The  belt  foreman  learned  as  much  from  the  machinists 
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as  they  learned  from  him.  The  cost  of  maintaining  belts  fell  from 
$1,000  a  month  to  $300  a  month,  the  number  of  breakdowns  declined 
from  twelve  each  working  day  to  an  average  of  two  a  day,  not  one 
of  them  serious,  and  even  the  few  breakdowns  were  due  almost 
wholly  to  originally  defective  installations,  such  as  narrow  pulleys, 
which  it  was  impossible  to  remedy  without  unjustifiable  expense." 


11.   How  Scientific  Management  Increases  the  Efficiency 

of  Material 

Under  scientific  management  the  same  study  is  made 
and  care  taken  to  secure  full  utilization  of  materials  as  of 
men  and  machines.  Scientific  methods  are  pursued  to 
determine  what  materials  are  best  fitted  for  the  particular 
purpose  and  what  their  proper  cost  should  be.  Only  such 
materials  are  supphed.  The  material  is  guarded  with  the 
same  scrupulous  care  as  the  money  with  which  it  is  bought. 
Ledger  accounts  are  kept  for  each  article;  whatever  is 
needed  must  be  vouched  and  accounted  for  and  the 
material  account  be  balanced  as  accurately  as  the  cashier 
balances  his  daily  cash  account.  Thus  what  is  on  hand 
is  always  known  by  the  accounts ;  and  waste  either  in  pur- 
chase or  in  use  is  avoided, 

(a)   Emerson  (Efficiency,  pp.  62-63). 

"  A  head  of  staff  as  to  materials,  their  purchase,  custody,  issue,  and 
handling.  Subsidiary  materials  are  only  too  often  purchased  on 
the  basis  of  price  per  pound  rather  than  on  basis  of  cost  per  unit. 
This  is  inevitable,  since  no  one  is  able  to  give  the  purchasing  agent 
any  standard  as  to  cost  per  unit.  After  materials  are  purchased, 
they  are  frequently  given  such  poor  custody  that  they  deteriorate 
or  disappear  before  being  used.  They  are  still  more  often  issued  for 
extravagant  and  wasteful  use.  The  economical  handling  of  materials 
is  a  special  art. 

In  a  large  steel  plant,  staff  control  of  handling  material  reduced 
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the  cost  of  handling  per  ton  from  $0,072  to  $0,033,  and  increased  the 
number  of  tons  handled  per  man  per  day  from  16  to  57.  Here  again 
was  the  same  kind  of  staff  organization,  calling  down  from  the  top 
all  the  most  valuable  knowledge  in  the  world  as  to  this  one  subject, 
working  up  from  the  bottom  from  actual  daily  contact  with  changing 
conditions. 

There  is  no  logical  difference  between  money  spent  on  materials 
and  money  spent  for  labor.  A  brick  wall  is  a  combination  of  labor 
and  of  material.  Every  issue  of  material,  every  issue  of  labor, 
should  be  standardized  in  advance  and  checked;  the  same  system 
of  accounting  and  distribution  should  be  used  for  both  labor  and 
material." 

(6)    Emerson  (Record,  pp.  3546-3547). 

"Commissioner  Prouty.  What  do  you  mean  by  'inefficiency  of 
material*? 

Mr.  Emerson.  Engineers  know  very  well,  and  have  determined 
how  much  horsepower  you  ought  to  get  or  how  much  water  you 
ought  to  be  able  to  evaporate  from  a  pound  of  coal.    If  you  are  using 
a  great  deal  more  coal  than  that  there  is  an  inefficiency.    There  is  an 
ideal  result  which  you  ought  to  get  which  would  be  a  horsepower 
from  one-fifth  of  a  pound  of  coal.    The  highest  attainment  they  ever 
get  is  a  horsepower  from  a  pound.    That  is  a  very  high  ideal.    If 
you  find  people  are  using  either  eight  or  nine  or  ten  pounds  of  coal 
per  horsepower,  it  measures  a  certain  amount  of  inefficiency  com- 
pared to  the  practically  attainable.    That  is  an  illustration.    The 
fuel  is  the  largest  single  item  of  expense,  so  that  a  large  amount  of 
this  saving  might  be  from  the  fuel.    That  is  the  second  way  of  de- 
termining this  waste.     The  third  was  the  comparative  methods. 
All  railroads  are  efficient  in  certain  directions.    They  are  tremen- 
dously efficient  in  certain  directions.    Each  railroad  has  some  particu- 
lar spot  in  which  it  is  more  fortunate  perhaps  than  other  railroads. 
Taking  the  different  railroads  of  the  coimtry  and  visiting  them  and 
investigating  them  and  finding  out  that  one  had  an  efficient  way  as 
to  maintenance  of  locomotives,  another  as  to  maintenance  of  cars, 
that  a  third  had  an  efficient  way  as  to  maintenance  of  shop  machinery 
and  tools,  and  the  fourth  had  an  efficiency  as  to  maintenance  of  track; 
and  taking  all  these  different  bright  spots  that  the  raihxjads  had 
evolved  through  the  special  genius  of  the  men  connected  with  or  in- 
terested in  those  particular  departments,  you  get  a  third  standard  — 
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a  standard,  for  instance,  let  us  say  of  six  cents  a  mile  as  being  an 
adequate  amount  on  the  average  to  maintain  locomotives,  or  a  stand- 
ard of  thirty-five  dollars  as  an  adequate  standard  to  maintain  cars." 


12.    What  Labor  Gains  from  Scientific  Management 

A.    FINANCIAL  GAINS 

Under  scientific  management  the  employee  is  enabled 
to  earn  without  greater  strain  upon  his  vitality  from  25 
to  60  per  cent  and  at  times  even  100  per  cent  more  than 
under  the  old  system.  The  larger  wages  are  made  pos- 
sible by  larger  production;  but  this  gain  in  production  is 
not  attained  by  "  speeding  up."  It  comes  largely  from  re- 
moving the  obstacles  to  production  which  annoy  and  ex- 
haust the  workman,  —  obstacles  for  which  he  is  not,  or 
should  not  be  made,  responsible.  The  management  sees 
to  it  that  his  machine  is  always  in  perfect  order.  The 
management  sees  to  it  that  he  is  always  supplied  with  the 
necessary  materials.  The  management  sees  to  it  that  the 
work  comes  to  him  at  proper  times,  with  proper  instruc- 
tions and  in  proper  condition.  The  management  sees  to 
it  that  he  is  shown  the  best  possible  way  of  doing  the  job; 
that  is,  the  way  which  takes  least  time,  which  takes  least 
effort,  and  which  produces  the  best  result.  Relieved  of 
every  imnecessary  effort,  of  every  unnecessary  interrup- 
tion and  annoyance,  the  worker  is  enabled  without  greater 
strain  to  furnish  much  more  in  production.  And  under 
the  exhilaration  of  achievement  he  develops  his  capacity. 

1.    Increased  Pay 

(a)  In  the  Brighton  Mills  the  earnings  of  wages  were  thus  in- 
creased from  45  to  75  per  cent  above  the  prevailing  day  rate. 

(See  Scheel :  Record,  pp.  3^41-3368.) 
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(6)  In  the  Tabor  Manufacturing  Company  the  wages  of  the  men 
were  increased  on  an  average  from  25  to  30  per  cent. 

(See  Hathaway:  Record,  p.  3027.) 

(c)  In  the  Link  Belt  Company  the  earnings  of  the  men  range 
from  25  to  35  over  the  generally  prevailing  wage. 

(See  Dodge:  Record,  p.  3137.) 

((f)  Hathaway  (Record,  pp.  3056-3058). 

"Mr.  Brandeis.  Taking  a  man  at  an  individual  machine,  how 
much  does  he  do  under  the  new  system  as  compared  with  what  he 
did  under  the  old  system? 

Mr.  Hathaway.  That  is  rather  difficult  to  answer,  but  in  gen- 
eral — 

Mr.  Brandeis  (interrupting).   I  mean  what  particular  work  of 

producing  results? 

Mr.  Hathaway.  In  general,  it  ranges  anywhere  from  three  to 
five  times  the  work  formerly  done.  On  some  machines  it  is  greater 
as  to  gain,  and  on  some  others  there  is  gain  but  not  so  great. 

Mr.  Brandeis.  The  average  would  run  from  three  to  five  times? 

Mr.  Hathaway.  Yes.  . 

Mr.  Brandeis.  That  much  greater  than  what  they  used  to  do 
under  the  old  scheme? 

Mr.  Hathaway.  Yes. 

Mr.  Brandeis.  Is  that  attributable  in  large  part  to  his  working 
harder,  or  is  it  attributable  to  other  causes? 

Mr.  Hathaway.  He  does  not  work  any  harder  than  he  formerly 
did.    He  works  more  efficiently,  however. 

Mr.  Brandeis.  And  he  works  more  efficiently  why? 

Mr.  Hathaway.  Formerly,  when  we  started  a  job,  he  had  first 
to  frequently  hunt  up  the  foreman  to  find  out  what  he  would  do 
next.  Then  he  might  have  to  hunt  up  his  materials  and  get  them  to 
the  machine.  After  that  he  had  to  decide  how  the  job  was  to  be  done 
and  look  up  his  own  tools  for  it.  He  had  to  grind  his  own  tools  and 
all  of  the  things  that  we  now  do  in  the  planning  department  for  him 
he  had  to  do  himself  to  a  very  large  extent  while  his  machine  was 
standing  idle.  As  it  is  now,  the  machine  runs  along  on  other  work 
while  we  are  making  preparations  for  his  job  ahead.    That  b  one 

reason. 

Another  reason  is  that  our  machines  are  in  better  shape,  we  fur- 
nish the  men  with  better  tools,  better  implements  and  tools,  that  are 
put  in  condition  for  us  and  kept  in  condition  for  him. 
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Mr.  Brandeis.  Then  you  show  him  how  to  do  it? 

Mr.  Hathaway.  Then  we  show  him  how  to  do  it. 

Mr.  Brandeis.  Taking  that  particular  work  that  a  man  does  of 
three  to  five  times  as  much  as  he  did  under  the  old  system,  you  have 
got  to  set  against  that  the  fact  that  you  have  these  twenty  different 
persons  who  are  undertaking  by  way  of  planning  or  otherwise,  in- 
struction or  otherwise,  to  enable  him  to  do  it? 

Mr.  Hathaway.  Yes." 

2.  Promotion. 

Gantt  (Record,  pp.  3462-3465). 

"If  I  may  add  here,  this  instructing  of  these  men  rapidly  leads  to 
a  number  of  them  coming  to  the  front.  We  get  from  our  men  who 
have  been  taught,  men  who  have  worked  at  routine  work  according 
to  their  own  ways  for  years,  and  who  have  never  thought  of  investi- 
gating anything  better,  —  we  get  from  these  men,  when  we  begin 
to  instruct  them,  and  they  have  the  inspiration  of  the  higher  grade 
man  who  is  helping  them,  and  not  driving  them,  the  material  for 
more  responsible  positions.  We  find  that  those  men  come  forv^^ard 
with  suggestions  that  will  help  the  whole  thing  along,  and  they 
become  instructors.  We  get  our  best  instructors  from  the  men  who 
have  been  instructed  by  us.  And  invariably,  in  plants  where  I  have 
been,  where  they  have  told  me  that  they  did  not  have  any  good  men 
in  their  plants,  after  we  began  this  system  of  management,  good  men 
began  to  crop  up  all  around,  and  in  a  comparatively  short  time  we 
had  our  positions  filled  with  far  better  men  than  they  ever  thought 
they  had  there. 

Giving  the  man  a  chancfe,  giving  him  inspiration,  makes  a  man 
out  of  him,  instead  of  a  machine.  He  has  the  same  joy  and  pleasure 
in  his  work  that  the  man  in  the  higher  position  has  in  his.  He  has 
his  individual  record,  as  was  shown  to  you  on  those  charts,  and  he 
does  not  like  to  see  a  red  mark  against  him.  He  wants  it  all  black. 
It  gives  them  an  influential  feeling  among  themselves.  They  feel 
some  importance.  I  have  known,  in  one  case,  where  these  people 
who  had  become  bonus  workers  formed  a  little  society  among  them- 
selves, and  it  was  quite  exclusive;  nobody  who  could  not  earn  a 
bonus  was  allowed  to  join.     (Laughter). 

Mr.  Brandeis.  How  is  it  in  shops  as  to  avenues  of  promotion? 
Do  people  have  a  chance  to  rise  up?  You  spoke  of  one  particulat 
promotion. 
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Mr.  Gantt.  I  might  give  one  particular  promotion,  which  I 
think  is  one  of  the  most  striking  cases  that  I  have  had  anything  to 
do  with  Wlien  I  began  to  do  some  work  with  the  Brighton  mills, 
five  or  six  years  ago,  I  do  not  remember  exactly  how  long  it  was, 
there  was  in  their  shipping  department  a  man  named  Kelly  who 
understood  what  I  was  talking  about,  and  who,  in  a  very  short 
time,  saw  what  we  were  trying  to  do,  what  we  were  driving  at.  He 
had  been  foreman  of  the  shipping  department  for  fifteen  years, 
during  which  time  superintendents  of  that  mill  had  come  and  gone, 
one  after  the  other,  and  during  that  time  they  had  not  had  any 
single  superintendent  who  was  a  really  satisfactory  man. 

In  a  short  time  Mr.  Kelly  was  promoted  from  the  position  which 
he  held  to  another  one,  and  then  to  another  one,  and  within  three 
years  or  about  three  years  he  was  superintendent  of  the  mill;  and  he 
is  a  most  excellent  superintendent.  I  want  to  say  that  but  for  this 
system  of  management  it  is  probable  that  he  would  have  been  there 
another  fifteen  years  without  being  promoted  to  the  position  of 
superintendent.    I  have  no  reason  to  believe  there  would  have  been 

any  change.  i  i     x 

We  have  had  that  same  thing  in  another  plant,  a  very  large  plant, 
the  Sales  Bleacheries,  where  they  told  us  that  they  did  not  have 
any  competent  and  capable  man  in  the  place.  When  we  got  this 
work  going,  we  found  competent  and  capable  men  developing  all 
along  the  line.  And  now,  I  venture  to  say,  they  wUl  never,  as  long 
as  the  present  management  or  the  people  in  authority  there  con- 
tinue, have  to  go  outside  for  another  man  to  do  anything.  They 
have  them  all  there.  I  do  not  mean  that  they  will  not  have  to  bring 
in  young  men,  but  I  mean  that  they  will  not  have  to  bring  in  men 
from  outside  to  fill  important  positions.  The  men  are  growing  up 
to  those  positions,  in  every  direction,  within  the  plant." 

B.   SOCIAL  GAINS 

The  social  gains  of  the  workingman  from  scientific  man- 
agement are  greater  even  than  the  financial.  He  secures 
the  development  and  rise  in  self-respect,  the  satisfaction 
with  his  work,  which  in  ahnost  every  line  of  human  activ- 
ity accompanies  great  accomplishment  by  the  mdividual. 
Eagerness  and  interest  take  the  place  of  indifference,  both 
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because  the  workman  is  called  upon  to  do  the  highest 
work  of  which  he  is  capable,  and  also  because  in  doing 
this  better  work  he  secures  appropriate  and  substantial 
recognition  and  reward.  Under  scientific  management 
men  are  led,  not  driven.  Instead  of  working  unwillingly 
for  their  employer  they  work  in  co-operation  with  the 
management  for  themselves  and  their  employer  in  what 
is  a  "  square  deal." 

(a)  Gantt  (Work,  Wages  and  Profits,  pp.  171-172). 

"The  workman  who  has  become  master  of  something  takes  pride 
in  his  work  and  soon  distinctly  improves  in  personal  appearance. 
The  improvement  is  so  universal  and  so  marked  as  to  be  always 
distinctly  recognizable,  and  is  much  more  than  can  be  accounted 
for  by  the  increase  in  wages  which  enables  him  to  dress  better. 

This  improvement  is  even  more  marked  in  girls  than  in  men,  for 
the  girls  invariably  acquire  a  better  color  and  improve  in  health. 
In  one  case  the  girl  bonus  workers  formed  a  society  and  adopted  a 
badge  which  they  all  wore.  Only  those  who  could  earn  their  bonus 
were  eligible.  This  incident  is  a  little  thing  of  itself,  but  it  shows 
the  feeling  that  comes  with  the  mastery  of  some  subject.  They 
know  what  they  can  do  and  are  proud  of  it.  This  consciousness 
of  efficiency,  —  this  knowledge  that  they  have  succeeded  and  can 
do  it  again,  puts  the  worker  in  a  different  class  from  those  who  go 
along  day  after  day  watching  the  clock,  and  doing  just  enough  not 
to  get  discharged. 

The  task  gives  the  worker  a  definite  object  to  strive  for,  causes  a 
certain  amount  of  mental  exhilaration,  and  invariably  increases 
the  keenness  of  the  perceptions. 

From  our  task  workers  we  frequently  get  instructors  and  some- 
times investigators.  From  our  investigators  and  instructors  we  get 
an  ample  supply  of  superintendents  and  foremen.  The  foremen 
and  superintendents  trained  under  this  system  have  proved  far  more 
successful  than  any  it  was  possible  to  hire." 

(b)  Gantt  (Work,  Wages  and  Profits,  p.  116). 

"The  general  policy  of  the  past  has  been  to  drive,  but  the  era  of 
force  must  give  way  to  that  of  knowledge  and  that  the  policy  of 
the  future  will  be  to  teach  that  to  the  advantage  of  all  concerned." 
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(c)  ScHEEL  (Record,  pp.  3374-3376). 

"Mr.  Brandeis.  Have  you  observed  in  connection  with  this  any 
change  in  the  attitude  of  the  men  or  women  in  the  employ  of  your 
company,  or  of  their  general  demeanor  in  relation  to  their  work  and 
their  attitude  toward  it? 

Mr.  Scheel.   I  think  quite  decidedly  so,  in  several  departments. 

Mr.  Brandeis.  And  in  what  respect  have  you  observed  such  a 

change? 

Mr.  Scheel.  In  the  spinning  department  we  have  all  noticed 
that  with  the  introduction  of  a  scientific  way  of  measuring  work 
and  of  paying  for  it,  there  has  been  a  change  in  the  spirit  of  the  help 
from  one  of  a  sort  of  hidden  desire  to  do  as  little  as  possible,  perhaps, 
and  take  advantage  of  every  excuse  and  every  reason  for  failure  to 
do  anything,  to  a  search  for  real  reasons  why  results  are  not  possible. 
It  has  seemed  to  us  that  the  individual  worker  has  always  been  pretty 
high  in  efficiency  as  to  himself.  When  there  is  a  day  pay,  it  seems 
to  us  that  the  operative  showed  a  pretty  good  degree  of  efficiency, 
for  he  did  as  little  as  was  convenient  for  him  in  order  to  keep  on 
getting  that  rate.  However,  when  we  so  do  things  that  by  making 
his  eflSciency  coincide  with  the  firm's  measure  of  efficiency,  he  is 
willing  to  do  whatever  is  necessary  in  order  to  get  the  added  reward. 

Mr.  Brandeis.  It  has  been  said  in  regard  to  some  of  the  work 
which,  I  believe,  had  reference  to  work  in  your  mill,  that  it  became 
fashionable  to  work  instead  of  to  shirk  work. 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.  Were  there  any  instances  of  that,  and  are  you  able 
to  show  from  any  of  these  charts  how  there  came  a  change  in  respect 
to  the  fashion  of  working  or  not  working  on  particular  days  or  times? 

Mr.  Scheel.   I  think  that  is  shown  in  the  filling  winder  sheet. 

Commissioner  Lane.   What  page  is  that? 

Mr.  Scheel.  That  is  opposite  page  168.  At  the  beginning  it 
took  a  number  of  days,  as  shown  by  the  red  spaces  at  the  beginning 
of  the  line,  for  new  operatives  to  come  up  to  the  bonus.  Those  that 
came  on  last,  all  of  the  last  four,  made  a  bonus  on  the  first  day. 

Mr.  Brandeis.  That  is,  at  first  it  took  a  long  time  before  they 
could  get  into  the  spirit,  perhaps,  or  whatever  it  was  that  enabled 
them  to  do  it? 

Mr.  Scheel.  Yes. 

Mr.  Brandeis.  And  later  they  caught  right  on  to  the  moving 
train  and  made  it  quickly? 
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Mr.  ScHEEL.  Yes.  You  will  notice  at  the  beginning  of  the  sheet 
that  a  good  many  of  the  red  spaces  are  Mondays;  that  is,  that  the 
Mondays  are  shown  to  be  days  when  eflBciency  suffers,  and  that 
toward  the  end  of  the  sheet  that  is  not  true  to  the  same  extent. 

Mr.  Brandeis.  How  was  it  about  work  on  Saturdays?  Was 
there  any  marked  change  in  that,  or  in  any  other  room,  in  respect  to 
the  work  on  Saturdays? 

Mr.  ScHEEL.  On  the  spoolers  sheet,  opposite  page  172,  Saturday 
being  a  short  day  and  the  day  when  the  cleaning  up  was  done,  that 
was  the  day  when  the  spoolers  did  not  bother  much  to  make  the 
bonus? 

Mr.  Brandeis.  Did  that  fashion  change? 
Mr.  Scheel.  Yes." 

(d)    GiLBRETH  (Record,  pp.  3417-3418). 

"One  point  I  would  like  to  bring  out  this  morning  in  the  interest 
of  the  consumers  or  the  workmen  or  the  employes  or  any  one  you 
want  to  think  of,  is  the  fact  that  this  is  not  a  slave-driving  scheme. 
It  is  a  scheme  whereby,  on  the  other  hand,  a  man  has  the  joy  of 
achievement,  the  same  joy  in  a  modified  form  that  a  football  player 
feels  when  he  runs  down  the  field  and  beats  the  others.  These  men 
are  not  driven.  They  do  work  harder  than  they  do  before.  Scien- 
tific soldiering  is  entirely  eliminated,  and  there  is  nothing  better 
for  the  morals  or  physique  or  anything  else  of  the  workman  than 
eliminating  scientific  soldiering  —  and  it  is  a  science,  gentlemen, 
you  have  no  idea  of.     (Laughter.)  " 


C.    AIDING  THE  LESS  COMPETENT 

Scientific  management  recognizes  the  right  of  those  less 
expert  in  the  work  to  advance  to  greater  efficiency,  and 
the  importance  to  the  employer  of  training  his  workmen 
to  be  competent.  It  therefore  provides  through  the  most 
practical  teachers  for  careful  training  of  men  to  work  in 
the  best  manner  and  to  develop  habits  of  industry  instead 
of  letting  "  the  devil  take  the  hindmost "  and  exposing 
the  less  competent  to  the  probability  of  discharge.  It  sup- 
phes  instruction,  and  offers  to  the  teachers  special  incen- 
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tives  if  they  succeed  in  bringing  up  the  hindmost.  The 
teacher  is  as  prominent  in  scientific  management  as  in 
the  armies  of  Prussia  and  of  Japan. 

(a)  A  striking  illustration  of  this  proposition  is  furnished  by  the  prac- 
tices of  the  Brighton  Mills.  After  the  best  conditions  for  weaving  had 
been  determined,  the  work  of  instructing  the  individual  weavers  was  pa- 
tiently entered  upon ;  practically  a  month  and  a  half  was  spent  by  a 
scientifically  trained  expert  and  the  gang  boss  in  training  three  weavers. 
Not  until  they  had  been  trained  was  the  instruction  of  others  under- 
taken; and  even  after  all  have  been  trained,  the  gang  boss  never  has 
under  him  more  than  twelve  men.  Not  only  the  weavers,  but  the  gang 
boss  receives  a  bonus.  His  bonus  is  six  cents  a  day  for  every  man  who 
gets  a  bonus;  but  he  receives  the  additional  incentive  for  bringing  up 
the  hindmost  by  an  increase  of  his  bonus  to  ten  cents  a  man  if  all  twelve 
receive  a  bonus. 

Besides  these  teachers  there  are  three  inspectors  in  the  weaving  and 
finishing  rooms,  who  in  a  sense  are  teachers;  and  in  addition  in  this 
mill,  which  has  only  about  600  employees,  there  are  six  investigators 
who  "are  engaged  in  investigating  problems  in  various  departments 
of  the  mill,  all  the  time  studying  and  working  in  the  training  of  work- 
men to  bring  them  up  to  the  standard." 

(See  Scheel:  Record,  pp.  3336-3367.) 

(b)  Gantt  (Work,  Wages  and  Profits,  pp.  109-110). 

"Under  former  conditions,  the  foreman  hesitated  to  teach  the 
workman  for  fear  the  latter  might  learn  as  much  as  he  knew  and 
possibly  get  his  job.  Under  the  new  conditions,  the  man  who  knows 
is  paid  for  teaching  others  as  much  as  he  knows,  and  the  others  are 
paid  a  bonus  for  learning  and  doing  what  they  are  taught.  It  is  this 
feature  of  the  task  and  bonus  system  that  has  enabled  us  not  only 
to  obtain,  but  to  maintain  permanently,  such  satisfactory  results. 
The  expert  workman  who  becomes  a  good  teacher  soon  makes  his 
services  valuable,  for,  by  his  assistance,  we  can  often  make  the 
average  efficiency  of  the  shop  even  greater  than  his  best  efficiency 
was  before  we  began  to  study  the  question  of  efficiency.  He  learns 
to  remove  obstacles  which  stood  in  his  way  when  he  was  a  simple 
workman,  and  often  becomes  an  expert  also  not  only  at  removing 
these  obstacles,  but  at  developing  better  methods  to  avoid  them." 
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D.   THE  BONUS 


The  money  reward  for  the  individual  workman's  high 
accomplishment  is  ordinarily  and  probably  most  effec- 
tively distributed  by  means  of  a  bonus  system;  but  while 
the  bonus  system  is  rather  a  common  incident  of  scientific 
management,  it  must  not  be  supposed  that  the  bonus  sys- 
tem is  scientific  management.     The  bonus  system  is  apt 
to  do  far  more  harm  than  good  when  it  is  applied  other- 
wise than  as  a  part  of  the  system  of  scientific  management. 
Apprehension  by  labor  of  the  bonus  system  when  intro- 
duced except  as  a  part  of  scientific  management,  is  well 
founded.     On  the  other  hand,  the  bonus  system  under 
scientific  management  has  proved  itself  to  be  perhaps  the 
most  appropriate  method  of  securing  to  labor  its  proper 
reward  and  perpetuating  full  co-operation  between  em- 
ployer and  employee. 

When  applied  in  connection  with  scientific  manage- 
ment the  bonus  system  has  always  these  features,  among 
others : 

Gantt  (Work,  Wages  and  Profits,  pp.  110-111). 

"  1.  —  A  scientific  investigation  in  detail  of  each  piece  of  work, 
and  the  determination  of  the  best  method  and  the  shortest  time  in 
which  the  work  can  be  done. 

2.  —  A  teacher  capable  of  teaching  the  best  method  and  shortest 

time. 

3.  —  Reward    for  both  teacher  and   pupil  when  the  latter  is 

successful." 

K    PIECE  WORK 

It  must  not  be  supposed  that  the  introduction  of  the 
piece  rate  system  is  scientific  management,  or  even  an 
approach  to  it.  On  the  contrary,  the  existence  of  the  piece 
rate  system  often  proves  the  greatest  obstacle  to  the  intro- 
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duction  of  scientific  management.  Under  scientific  man- 
agement the  increase  of  wage  is  coincident  with  reduction 
in  cost,  —  but  under  the  Erie  piece  rate  system  the  in- 
crease in  wages  was  attended  by  reduced  performance. 

(a)  Stuart  (Record,  p.  2815). 

The  piece  rate  system  was  introduced  on  the  Erie  after  a  great 
struggle  at  a  cost  of  about  five  million  dollars  (Record,  pp.  2738, 
3764).  Its  introduction  was  later  followed  by  increase  in  wages, 
with  this  result: 

"Mr.  Wadhams.  What  has  been  your  experience  with  respect  to 
an  increase  of  wages  having  any  effect  upon  economic  advantage  to 
the  railroad? 

Mr.  Stuart.   There  is  no  increase. 

Mr.  Wadhams.  You  get  no  more  work  than  you  did  before? 

Mr.  Stuart.  Not  as  much. 

Mr.  Wadiiams.  So  that,  from  the  point  of  view  of  the  railroads, 
you  consider  the  increase  in  wages  as  a  total  loss? 

Mr.  Stuart.  Yes;  absolutely." 

(6)  Emerson  (Record,  pp.  3531-3534). 

"Mr.  Brandeis.  Would  you  state  what  the  relation  is,  as  you 
understand  it,  between  the  piece  rate  system  and  the  system  of 
bonus  reward? 

Mr.  Emerson.  Both  of  them  are  forms  of  efficiency  reward. 
We  have  always  found,  wherever  we  have  been,  that  piece  rates 
were  one  of  the  greatest  obstacles  to  the  introduction  of  scientific 
methods.  Wages  in  my  opinion  depend  on  three  matters.  The 
compensation  of  the  workman  depends  on  three  different  elements. 
He  is  firstly  entitled  to  his  day  rate,  whether  he  works  or  not;  that 
is,  because  he  comes  and  puts  himself  at  the  disposal  of  his  employer. 
The  employer  has  a  right  to  ask  what  the  equivalent  will  be  of  the 
wages  that  he  is  paying  the  man.  If  that  man  gives  more  than  the 
usual  equivalent  or  more  than  the  equivalent  that  may  be  even 
scientifically  determined,  that  is  the  individual  merit  of  the  man 
and  he  should  be  rewarded  accordingly.  I  therefore  always  try  to 
keep  these  three  matters  entirely  distinct. 

The  first  one,  that  of  the  rate  of  wages,  is  absolutely  open  to  indi- 
vidual or  collective  bargaining.    The  question  of  equivalent  can 
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only  be  determined  by  scientific  experts.  Either  the  man  who 
pays  the  wages  or  the  man  who  receives  the  wages  is  competent  to 
determine  what  the  equivalent  is.  The  third  point,  the  extra  com- 
pensation that  should  be  paid  to  a  man  for  his  special,  individual- 
ized effort,  is  again  open  to  collective  bargaining.  The  reason  we 
find  piece  rates  a  great  stumbling  block  in  our  way  is  that  in  the 
first  place  they  disregard  the  first  principle;  they  do  not  guarantee 
to  the  man  a  fixed  rate.  The  second  reason  for  finding  them  a 
stumbling  block  in  our  way  is  that  an  efficiency  record  should  be 
based  on  standardized  conditions,  standardized  operations,  and 
standardized  reports,  and  to  the  great  number  of  different  principles 
should  be  applied  first,  before  you  are  in  a  position  to  put  in  an 
efficiency  reward  basis.  If,  in  the  absence  of  the  application  of  these 
principles,  you  wish  to  establish  piece  rates,  it  is  absolutely  necessary 
to  make  that  rate  high  enough  to  give  the  man  a  living  wage.  In 
order  to  get  the  piece  rate  in,  that  rate  is  made  usually  very  easy 
and  very  high.  After  a  man  has  worked  for  a  while  and  has  him- 
self to  some  extent  standardized  the  conditions  and  standardized 
the  operations,  and  when  the  management  has  to  some  extent  stan- 
dardized conditions  and  operations,  it  is  found  he  is  getting  an  entirely 
unreasonable  rate  of  compensation.  He  has  not  put  forth  addi- 
tional effort,  but  these  other  elements  have  come  in  to  make  the 
task  very  easy.  Then  the  management  immediately  has  recourse 
to  the  principle  of  cutting  the  rate,  which  leads  the  workman  to 
retaliate  by  standing  pat.  You  have  then  that  element  of  standing 
pat  on  the  one  side  and  of  cutting  the  rate  on  the  other  side,  that 
does  not  accord  at  all  with  scientific  management. 

The  third  trouble  with  the  piece  rate  system  is  that  it  puts  the 
responsibility  up  to  the  man  instead  of  putting  it  up  to  the  manage- 
ment. They  have  put  in  a  rate  and  told  him,  "You  go  ahead;  it  is 
up  to  you;  you  turn  out  all  you  can.  We  wash  our  hands  of  the 
matter."  The  consequence  is  we  do  not  have  what  I  would  call 
scientific  management  in  the  piece  rate  shops. 

That  is  the  reason  I  have  always  been  opposed  to  it.  I  consider 
it  the  greatest  stumbling  block  that  I  encounter,  and  we  also  always 
ask  as  a  favor,  as  a  first  step  toward  improved  scientific  manage- 
ment, that  the  piece  rate  basis  shall  be  abolished,  and  that  the  men 
shall  be  put  back  on  day  rates." 
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(c)   Gantt  (Record,  pp.  3740-3744). 

"Mr.  Gantt.  In  the  piece  work  system,  pure  and  simple,  we  find, 
in  most  places  where  I  have  seen  it  in  operation,  that  there  is  no 
special  effort  made  to  supply  the  men  with  the  work  when  they  want 
it.  The  man  may  have  to  wait  for  something.  The  foreman,  for 
instance,  does  not  feel  that  it  is  up  to  him;  does  not  feel  his  responsi- 
bility to  help  that  man;  and  if  the  man  is  delayed  about  something, 
he  says:  "Well,  I  will  attend  to  you  after  a  while." 

Commissioner  Prouty.  Yours  is  a  system  of  team  work,  and  his 
is  a  system  of  individual  work? 

Mr.  Gantt.  Absolutely.  Ours  is  a  system  of  team  work;  and  the 
poorest  man  on  the  team  is  to  be  helped  by  the  man  who  knows 
more  than  he  does.    That  is  the  essential  difference. 

And  when  we  obtain  knowledge  of  the  best  way  in  which  a  thing 
can  be  done,  that  knowledge  is  recorded.  Mr.  Kent  showed  you 
those  instruction  cards.  That  much  knowledge  can  never  go  back. 
We  have  taken  that  little  step  —  it  may  not  be  the  best  that  has  been 
done  in  the  country,  but  it  is  the  best  our  expert  could  devise;  and 
that  is  recorded,  and  everybody  on  our  list  is  taught  that.  The 
Canadian  Pacific  Railroad  is  preparing  to  send  those  instructions 
over  the  lines  into  their  shops,  as  soon  as  they  can  get  a  proper  list 
of  standard  tools  in  those  shops,  and  see  how  much  good  they  can 
do.  We  try  to  bring  everybody  up  to  the  standard,  and  gradually 
to  raise  the  standard,  and  bring  everybody  with  it.  We  do  not  raise 
the  standard  by  a  jump,  but  gradually,  so  that  everybody  can  reason- 
ably get  up  to  it.  We  do  not  find  that  one  man  can  do  a  job  in  half 
an  hour,  say,  and  then  turn  around  and  say  that  all  of  the  other  men 
must  immediately  do  that  job  in  half  an  hour,  when  the  other  man 
may  have  been  taking  two  hours  for  it.  We  consider  that  that  would 
be  manifestly  unfair,  and  absolutely  wrong  and  unjust  to  the  men. 
If  that  piece  of  work  can  be  done  in  half  an  hour,  it  is  possible  for  the 
expert  to  show  the  men,  to  teach  them,  how  to  do  it.  In  the  vast 
majority  of  cases,  if  the  man  is  a  normal  man,  he  comes  up  to  our 
expectations  and  becomes  a  better  man  as  a  result,  —  a  very  much 
better  man.    He  has  more  self-respect,  and  more  reliance  on  himself. 

Mr.  Brandeis.  Taking  this  very  matter  of  the  piece  rate,  that 
Commissioner  Prouty  refers  to,  if  a  man,  for  instance,  had  been 
earning,  ordinarily,  $2  a  day,  at  a  given  number  of  rates,  represent- 
ing perhaps  ten  pieces  of  this  work,  then,  if  he  makes  eleven  pieces, 
he  gets  $2.20  and  if  he  makes  twelve,  he  gets  $2.40  and  the  like.    I 
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understand  your  bonus  system  is  a  system  by  which  the  man  has  a 
limit,  by  making  the  effort,  which  means  largely  by  following  the  in- 
structions; he  would  get,  not  $2.20,  $2.40,  $2.60,  or  $2.80,  but  would 
make  the  goal  every  time,  if  he  worked  right.    He  would  either  get 
$3  or  $2  or  $4  a  day,  or  whatever  the  rate  might  be. 
Mr.  Gantt.  That  is  not  exactly  it. 
Mr.  Brandeis.  That  is  it  in  part,  is  it  not? 
Mr.  Gantt.  Partly.    The  difference  is  this.    That  we  do  not  al- 
low a  man  to  work  piece  work  —  we  do  not  take  the  green  man,  at 
the  start,  and  ask  him  to  work  piece  work,  but  we  take  the  green 
man,  and  give  him  the  day's  wages,  until  we  can  teach  him  how  to 
earn  this  higher  rate,  how  to  come  up  to  this  standard;  and  then, 
when  he  has  reached  this  standard,  we  give  him  his  additional  25 
or  30  per  cent,  and  then,  w^hatever  he  does  in  addition  to  that  he  gets 
in  proportion.  ^ 

Mr.  Brandeis.  That  is,  he  gets  a  piece  rate,  as  it  were,  after  he 
has  reached  the  new  standard;  then  he  gets  a  piece  rate? 

Mr.  Gantt.  In  other  words,  it  is  different  work  for  the  unskilled 
and  for  the  skilled.    When  the  man  becomes  skilled,  becomes  practi- 
cally in  the  expert  class,  you  might  say,  then  we  pay  him  piece  work; 
but  we  teach  him  how,  first. 
Mr.  Brandeis.  Yes. 
Mr.  Gantt.  And  we  help  him. 

Mr.  Brandeis.  And  there  is  no  limit  to  what  the  man  can  get? 
Mr.  Gantt.  No. 

Mr.  Brandeis.  When  he  gets  into  the  bonus  class,  a  man  can  go 
just  as  much  higher  as  his  ability  will  permit;  and  it  is  actually  your 
experience  that  men  do  go  very  considerably  higher? 

Mr.  Gantt.  Yes.  If  we  find  men  who  are  capable  of  going  very 
considerably  higher,  we  do  not  cut  their  wages,  and  thereby  drive 
them  out  of  the  shop,  but  we  say:  "Here  is  a  man  that  would  make 
a  good  investigator  for  us.  He  is  the  man  we  are  looking  for,"  and  he 
is  the  man  we  put  on  the  study  of  these  problems.  We  make  him  a 
teacher.  If  he  is  so  much  better  than  the  rest,  we  make  him  a  teacher. 
The  result  is  that  we  get  the  benefit  of  those  best  men  for  our  teachers 
and  instructors,  which  improves  the  condition  of  our  shop. 

Mr.  Brandeis.  This  is  so,  is  it  not,  that  the  management  having 
assumed  the  responsibility,  itself  by  a  proper  management  to  bring 
the  man  up  to  the  bonus  class  — 
Mr.  Gantt.  Exactly  so." 
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13.    What  the  Employer  Gains  from  Scientific 

Management 

The  employer  gains  not  only  reduced  labor  cost  due 
to  greater  productivity  of  the  workingman,  but  also  those 
great  incidental  benefits  which  flow  from  improved  ser- 
vice, as  from  greater  celerity  and  greater  punctuality  in 
completing  work.  The  employer  gains  much  from  the 
lessened  need  of  plant  and  equipment  which  follows  its 
fuller  and  uninterrupted  use.  He  saves  in  interest  and' 
taxes,  and  in  depreciation  charges.  He  saves  in  reduced 
stock  of  materials,  raw  and  in  process.  He  saves  in  a  les- 
sened strain  upon  his  credit. 

(a)  When  applied  to  construction  of  buildings,  the  labor  cost  was  re- 
duced about  one-half. 

(Gilbreth:  Record,  p.  3424.) 

(6)  Even  when  applied  in  a  business  which,  under  the  old  method,  had 
been  most  progressively  managed  for  years,  and  thoroughly  systema- 
tized, the  introduction  of  scientific  management  produced  the  following 
remarkable  results  in  different  processes  and  operations,  which  are 
designated  by  letters. 

Saved  In  overhead  charges. 
(Labor  and  general  shop  expenses.) 

26  per  cent 
78 
30 
18 
43 
45 
46 
17 
4 
11 
28 

10  (increase) 
24 
81 

(Towne,  Record,  pp.  3319-3320.) 

(c)  Gantt  (Record,  pp.  138-139). 

"The  fact  that  under  this  system  everybody,  high  and  low.  Is  forced 
by  his  co-workers  to  do  his  duty  (for  some  one  else  always  suffers 


Saved  in  direct 

labor. 

A   .  .  .  . 

.   .       12  per  cent 

B   .  .  .  . 

.   .      74 

C  .  .  .  . 

.   .       16 

D  .  .  .  . 

2 

E   .  .   .   . 

.   .      31 

F   .  .   .  . 

.   .      35 

G  .  .  .  . 

.   .      36 

H  .  .  .  . 

.   .      28 

I    .   .   .   . 

.   .       16 

J    .-.   .   . 

V      28 
.   .      37 

K  .   .  .   . 

L   .  .  .   . 

.   .      37 

M  .  .  .   . 

.   .      34 

N  .  .  .  . 

.  .      63 
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when  he  fails)  acts  as  a  strong  moral  tonic  to  the  community,  and 
many  whose  ideas  of  truth  and  honesty  are  vague  find  habits  of 
truth  and  honesty  forced  upon  them.  This  is  the  case  with  those  in 
high  authority,  as  well  as  those  in  humble  positions,  and  the  man 
highest  in  authority  finds  that  he  also  must  conform  to  laws,  if  he 
wishes  the  proper  co-operation  of  those  under  him." 

(d)  SciiEEL  (Record,  p.  3377). 

"  Mr.  Brandeis.  It  appears,  Mr.  Scheel,  that  a  very  large  amount 
of  money  must  be  spent  in  the  aggregate  by  your  company  in  pa>dng 
these  various  men  who,  under  different  names  of  gang  bosses  and  in- 
spectors and  investigators,  are  doing  the  instructing  of  the  workmen, 
and  others  again  who  are  keeping  these  extensive  records  of  the 
daily  performances.  Has  that  money  been  expended  profitably,  so 
far  as  returns  to  the  company  are  concerned? 

Mr.  Scheel.  Yes." 


14.    What  the  Consumer  Gains  from  Scientific 

Management 

Experience  in  trade  has  shown  that  except  where  there 
is  a  close  unregulated  monopoly,  the  public  always  secures 
some  part  of  the  benefit  gained  by  reduced  cost  of  pro- 
duction. The  reduced  selling  price  comes,  ordinarily,  not 
as  a  voluntary  concession,  but  because  the  demand  of  the 
consumer  for  lower  prices  proves  irresistible  in  competi- 
tive or  publicly  regulated  businesses,  whenever  the  cost  of 
production  falls  materially. 

Hathaway  (Record,  pp.  3027-3028). 

Thus  in  the  Tabor  Manufacturing  Con^pany  selling  prices  fell 
ten  to  fifteen  per  cent  in  the  last  few  years,  while  the  general  tendency 
of  prices  was  upward. 

The  same  was  true  of  the  Link  Belt  Company. 

Dodge  (Record,  pp.  3137-3138). 
'    "Mr.  Brandeis.  It  does  not  pile  up  because  the  price  of  your 
article  has  been  reduced? 
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Mr.  Dodge.  Yes. 

Mr.  Brandeis.  By  ten  or  fifteen  or  more  per  cent? 

Commissioner  Lane.  Why  have  you  decreased  the  price  of  your 
article? 

Mr.  Dodge.  I  think  we  have  never  solved  this  problem.  As  we 
are  reducing  costs,  we  have  never  been  able  to  keep  from  giving 
that  away  to  our  buyers,  because  so  many  of  our  contracts  are  based 
on  cost. 


Mr.  Brandeis.  Then,  without  or  in  spite  of  the  effort  that  you 
might  have  made  to  retain  the  profit  which  has  come  to  you,  or 
which  has  come  generally  from  the  introduction  of  this  scientific 
management,  it  has  been  divided  between  the  workingman  who  has 
gotten  an  increase  ranging  from  25  to  35  per  cent  over  the  generally 
prevailing  wage,  as  you  understand  it  — 

Mr.  Dodge.   As  I  understand  it,  yes. 

Mr.  Brandeis  (continuing).  And  a  part  of  it  has  come  to  the 
Link  Belt  Company? 

Mr.  Dodge.  Yes,  sir. 

Mr.  Brandeis.  And  a  part  of  it  has  gone  to  the  public,  which 
has  exacted  a  lower  price? 

Mr.  Dodge.  And  did  n't  say  thank  you,  either.     (Laughter.) " 

Gantt  (Record,  p.  3498). 

"  Mr.  Gantt.  I  do  believe  that  if  the  time  comes  when  all  industries 
get  onto  this  basis,  you  will  find  a  continual  reduction  in  costs  and 
under  proper  conditions  a  continual  reduction  in  selling  price,  and 
consequently  a  continual  reduction  in  the  cost  of  living.  Conse- 
quently, everybody  would  be  benefited  without  an  increase  of 
wages." 


15.    The  Introduction  of  Scientific  Management 

a  Process 

The  introduction  of  scientific  management  is  of  course 
a  process,  not  a  single  act,  and  a  process  in  which  the 
element  of  time  necessarily  plays  an  important  part. 
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1.   Obstacles  to  be  Overcome. 

The  men  now  employed  must  be  taught  the  science;  and 
what  is  even  more  difficult  with  most  persons,  must  be 
taught  to  acconmiodate  themselves  to  new  ideas.  While 
the  difficulty  in  deaUng  with  human  nature  is  great,  the 
chief  obstacles  to  be  overcome  are  not  with  the  laborers  and 
mechanics,  nor  indeed  with  the  labor  unions,  but  with 
those  in  authority.  It  is  the  foreman  and  assistant  fore- 
man, the  superintendents  and  assistant  superintendents, 
the  managers  and  assistant  managers,  who  present  the 
greatest  obstacles,  men  with  pride  of  opinion,  who  feel, 
unwarrantably,  that  the  introduction  of  a  better  system 
involves  a  criticism  of  themselves;  subordinate  officials  who 
see  their  power  diminished  by  the  assumption  of  respon- 
sibiUty  on  the  part  of  the  management;  and  men  with 
petty  authority,  who  regard  the  appearance  of  the  effi- 
ciency engineer  as  an  intrusion  upon  their  domain. 

(a)  Gantt  (Work,  Wages  and  Profits,  pp.  130-132). 

"  Among  the  obstacles  to  the  introduction  of  this  system  is  the  fact 
that  it  forces  everybody  to  do  his  duty.  Many  a  man  in  authority 
wants  a  system  that  will  force  everybody  else  to  do  his  duty,  but 
will  allow  him  to  do  as  he  pleases.  The  "Task  and  Bonus"  system 
when  carried  out  property  is  no  respecter  of  persons,  and  the  man 
who  wishes  to  force  the  workman  to  do  his  task  property  must  see 
that  the  task  is  property  set  and  that  proper  means  are  available  for 
doing  it.  It  is  not  only  the  workman's  privilege,  but  his  duty,  to 
report  whatever  interferes  with  his  earning  his  bonus,  and  the  loss 
of  bonus  soon  educates  him  to  perform  this  duty  no  matter  how  dis- 
agreeable it  is  at  first.  We  investigate  every  loss  of  bonus,  and  place 
the  blame  where  it  belongs.  Sometimes  we  find  it  belongs  pretty 
high  up,  for  the  man  who  has  neglected  his  duty  under  one  system 
of  management  is  pretty  apt  to  neglect  it  at  first  under  another.  He 
must  either  learn  to  perform  his  duty  or  yield  his  place,  for  the  pres- 
sure from  those  who  lose  by  his  neglect  or  incompetence  is  continu- 
ous and  insistent.  This  becomes  evident  as  soon  as  the  task  and 
bonus  gets  fairly  started,  and  the  effect  is  that  opposition  to  its  ex- 
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tension  develops  on  the  part  of  all  who  are  not  sure  of  making  good 
under  it,  or  whose  expert  knowledge  is  such  that  they  fear  it  will  all 
soon  be  standardized.  The  opposition  of  such  people,  however,  is 
bound  to  give  way  sooner  or  later,  for  the  really  capable  man  and  the 
true  expert  welcome  these  methods  as  soon  as  they  understand 
them." 

(6)  Gantt  (Record,  p.  3469). 

"  Mr.  Gantt.  The  principal  obstacle  is  that  it  makes  every  man 
attend  to  his  job.  As  a  matter  of  fact,  almost  everybody  wants  to 
have  the  other  fellow  attend  to  his  job  and  let  him  do  as  he  pleases; 
but  this  system  of  management  is  such  that  the  workman  forces  his 
foreman  to  do  his  job,  the  foreman  forces  his  superintendent,  and  the 
superintendent  forces  the  manager. 

Commissioner  Prouty.  You  find  the  general  obstacle  is  with  the 
management,  with  the  owner  of  the  business? 

Mr.  Gantt.  As  a  rule." 

And  yet,  with  the  exercise  of  patience  and  tact,  these 
difficulties,  however  gi-eat,  can  be  and  have  been  overcome. 

Gantt  (Work,  Wages  and  Profits,  p.  132). 

"  The  fact  that  the  task  and  the  bonus  enable  us  to  utilize  our 
knowledge  and  maintain  our  standards,  and  that  the  setting  of 
tasks  after  a  scientific  investigation  must  necessarily  not  only  in- 
crease our  knowledge  but  standardize  it,  brings  to  our  assistance  the 
clearest  thinkers  and  hardest  workers  in  any  organization.  Our 
greatest  help,  however,  comes  from  the  workmen  themselves.  The 
most  intelligent  soon  realize  that  we  really  mean  to  help  them  ad- 
vance themselves,  and  the  ambitious  ones  welcome  the  aid  of  our 
instructor  to  remove  obstacles  that  have  been  in  their  way  for  per- 
haps years.  As  soon  as  one  such  man  has  earned  his  bonus  for  sev- 
eral days,  there  is  usually  another  man  ready  to  try  the  task,  and 
unless  there  is  a  great  lack  of  confidence  on  the  part  of  the  men  in 
the  management,  the  sentiment  rapidly  grows  in  favor  of  our  task 
work." 

2.   Finding  Better  Methods. 

Time  is  not  only  an  important  element  m  the  mere  in- 
troduction of  scientific  management,  but  much  time  must 
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necessarily  elapse  before  the  full  benefit  of  scientific  man- 
agement can  be  attained.  For  progressiveness  is  of  the 
very  essence  of  scientific  management ;  and  the  effort  must 
be  constantly  made  to  seek  with  an  open  mind  a  better 
method  of  performing  every  operation.  That  involves 
intensified  observation,  research,  and  study  into  a  territory 
largely  unexplored. 

3.    Great  Gains  in  Short  Time. 

But  although  the  largest  benefits  from  scientific  man- 
agement cannot  be  secured  for  many  years,  very  substan- 
tial gains  can  be  secured  in  a  short  time. 

(a)  GiLBRETH  (Record,  p.  3407). 

"I  tell  you  it  will  reduce  your  costs  the  first  day  you  put  it  in. 
If  you  can  spend  the  $25,000  Mr.  Towne  did,  and  have  all  of  those 
refinements,  as  in  a  permanent  mill  under  one  cover,  as  Mr.  Scheel 
testified,  you  are  going  to  have  still  greater  benefits;  but  who  can 
afford  in  w  ork  outside,  in  contracting,  as  in  my  work  —  I  can  tell 
you  about  my  work  and  not  about  any  other  —  who  can  afford  to 
spend  $25,000  before  he  gets  started?  I  do  not  know  of  anybody. 
We  can  give  you  those  economies  the  first  day  if  you  take  scientific 
management,  and  I  urge  you,  gentlemen,  to  accept  the  invitation 
of  Mr.  Dodge  of  the  Link  Belt,  and  the  invitation  of  Mr.  Gantt  and 
Mr.  Scheel." 

(b)  Emerson  (Record,  pp.  3559-3561). 

"Mr.  Brandeis.  You  have  stated  that  these  great  economies 
w^ere  possible.  In  your  opinion  are  large  economies  obtainable 
within  a  relatively  short  time? 

Mr.  Emerson.  There  are  certain  economies  which  would  take  a 
very  long  time  to  accomplish.  There  are  others,  by  far  the  largest, 
that  it  would  take  some  time  to  accomplish,  because  it  would  depend 
upon  the  process  of  education.  There  are  other  economies  in  which 
results  could  be  obtained  in  a  comparatively  short  time.  As  I 
mentioned  on  the  Santa  Fe,  the  management  they  attained  half 
the  result  between  what  they  were  doing  and  what  I  thought  was 
an  ideal  performance,  in  two  years*  time. 
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Mr.  Brandeis.  Speaking  generally,  how  do  they  go  about  the 
attaining  of  these  economies? 

Mr.  Emerson.  We  never  paid  any  attention  to  attaining  economy. 
The  only  thing  we  paid  any  attention  to  was  the  attaining  of  effi- 
ciency, feeling  absolutely  certain  that  economy  would  result  as  a 
by-product. 

Mr.  Brandeis.  How  would  you  go  about  attaining  efficiency? 

Mr.  Emerson.  We  brought  with  us,  or  ascertained  from  any 
sources  that  were  available,  by  investigating,  by  past  knowledge, 
by  performing  elsewhere,  certain  standards.  We  compared  those 
standards  with  results  actually  being  obtained.  We  then  investi- 
gated all  the  conditions  that  resulted  in  this  inefficiency  of  attain- 
ment, and  we  proceeded  to  eliminate  the  obstacles  in  the  way. 

For  example:  when  I  first  went  with  the  Santa  Fe  I  knew  that 
belting  could  be  and  can  be  maintained  for  14  per  cent  of  its  first 
cost;  that  is,  belting  that  is  used  in  the  shops.  When  we  collected 
the  records,  we  found  that  the  cost  of  maintaining  belting  was  100 
per  cent  of  its  first  cost. 

Mr.  Brandeis.  You  mean  the  annual  cost? 

Mr.  Emerson.  The  annual  cost.  If  you  had  fifteen  thousand 
dollars  worth  of  belting  it  was  costing  fifteen  thousand  dollars  a 
yeat  to  maintain  it,  when  it  should  cost  in  the  neighborhood  of 
about  two  thousand  dollars. 

Having  that  standard,  and  having  the  records  showing  the  cost, 
we  went  to  work  to  eliminate  the  causes  of  loss.  W^e  asked,  in  the 
first  place,  that  they  should  give  us  the  best  belting  made,  without 
regard  to  cost.  We  wanted  quality  and  not  cost.  We  paid,  in  fact, 
five  per  cent  above  the  market  prices  for  the  privilege  of  rejecting 
any  belting  that  did  not  prove  satisfactory.  We  next  asked  that 
the  belting  should  all  be  put  in  the  hands  of  one  man,  who  should 
have  exclusive  charge  of  it,  instead  of  allowing  men  that  did  not 
know  much  about  it  to  repair  their  own  belts  on  over-time.  The 
third  instruction  given  to  the  man  was  that  he  should  have  no  belt 
failures;  that  is,  that  he  should  repair  his  belts  before  they  broke 
down,  and  not  afterwards,  just  as  on  a  railroad  you  keep  bridges 
maintained  and  do  not  wait  for  a  train  to  go  through  the  bridge 
before  you  build  it  up.  As  a  result,  we  reduced  belt  failures  by  this 
method.  The  belt  failures  were  reduced  from  300  a  month  down  to 
50,  and  the  cost  dropped  from  100  per  cent  down  to  the  14  per  cent, 
which  was  the  standard.  Incidentally,  we  did  not  delay  the  machines. 
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and  we  had  more  output  and  better  satisfaction  from  our  belting. 
That  same  method  was  applied  straight  through  every  shop,  to 
machinery  and  tools  and  locomotives,  and  right  straight  through 
the  whole  thing." 


16.    Scientific  Management  and  Labor  Unions 

The  claim  has  been  made  that  scientific  management 
and  labor  unions  are  inconsistent;  that  the  organization 
of  labor  presents  insuperable  obstacles  to  the  introduc- 
tion of  scientific  management  in  railroads  and  other  in- 
dustries where  unionism  is  potent.  This  claim,  we  believe, 
is  wholly  unfounded  in  fact. 

(a)  Collective  bargaining  is  alike  an  important  func- 
tion under  scientific  management  and  under  the  old 
system. 

Gantt  (Record,  pp.  3495-3496). 

"  Mr.  Brandeis.  But  it  is,  as  Commissioner  Clark  has  pointed 
out,  perfectly  possible,  and  indeed  very  probable,  that  there  would 
always  be  two  sides  to  the  bargain? 

Mr.  Gantt.    Yes,  sir. 

Mr.  Brandeis.  Because  you  would  have  to  fix  the  terms  where 
the  bonus  would  begin,  and  the  amount  of  the  bonus,  and  therefore 
collective  bargaining  in  the  sense  of  having  a  union  to  represent  the 
workingmen,  would  not  be  so  frequent  perhaps  in  its  application; 
but  it  would  be  just  as  necessary  and  just  as  beneficial  in  its  opera- 
tion as  it  is  to-day,  only  under  a  system  which,  instead  of  producing 
friction  and  hostility,  would  produce  the  opposite;  is  not  that  so? 

Mr.  Gantt.   I  believe  that  is  so. 

Mr.  Brandeis.  And  where,  further,  Mr.  Gantt,  operating  under 
a  system,  the  parties  could  come  together  with  the  knowledge  of 
facts  scientifically  ascertained  on  which  to  reason  out  and  base  the 
conclusions  that  should  come  from  that  collective  bargaining? 

Mr.  Gantt.  I  agree  with  you  entirely.  There  is  one  thing 
which  I  have  found  throughout  all  my  work:  when  the  real  facts 
were  known,  when  each  side  stopped  bluffing  against  the  other, 
there  was  but  little  difficulty  in  coming  to  a  proper  agreement. 
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The  reason  why  we  do  not  have  an  agreement  usually  is  because 

the  two  parties  do  not  understand  each  other. 

Commissioner  Clark.  Other  people  have  found  the  same  thing." 
(See  Emerson:  Record,  pp.  3531-3532,  quoted  above,  pp.  53,  54.) 

(b)  Unionism  does  not  prevent  the  introduction  of 
scientific  management.  It  is  true  that  unions,  in  some 
trades,  have  bitterly  opposed  the  introduction  of  the  piece 
rate  or  the  bonus  system  without  scientific  management, 
just  as  other  unions  have  opposed  the  day  rate  system 
without  scientific  management.  And  very  intelligent 
labor  leaders  have  from  time  to  time  objected  —  and  ob- 
jected properly  —  to  ruthless  methods  of  "  speeding  up  " ; 
but,  as  shown  above,  "  speeding  up  "  is  not  scientific  man- 
agement; nor,  as  also  shown  above,  is  the  piece  rate 
system,  with  or  without  a  bonus,  scientific  management. 

It  will  always  require  tact  and  patience  to  introduce 
radically  new  methods,  whether  the  persons  to  be  affected 
are  organized  or  unorganized  workers  or  are  those  "  higher 
up."  Tact  and  patience  are  essential  to  the  introduction 
of  scientific  management  in  any  business.  But  the  experi- 
ence of  those  who  have  been  engaged  in  the  introduction 
of  scientific  management  in  various  businesses,  in  some 
of  which  closed,  in  others  of  which  the  open  shop  prevailed, 
clearly  establishes  that  unions  have  not  presented  any 
obstacle  to  the  introduction  of  scientific  management,  as 
soon  as  the  nature  and  purpose  of  the  changes  proposed 
were  understood  and  the  good  faith  of  the  management 
was  apparent. 

(a)  GiLBRETH  (Record,  pp.  3401-3402). 

"Your  Honors,  in  answer  to  that  first  question  of  whether  or  not 
this  scientific  management  can  be  applied  to  unionized  shops  or  so- 
called  closed  shops,  I  wish  to  say  that  we  have  always  made  it  a 
point  to  deal  with  unions  by  preference.  In  some  localities  where 
our  work  exists  there  are  no  unions,  and  in  some  cases  there  will 
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be  union  men  and  non-union  men  on  the  same  job;  but  we  have 
always  made  it  a  point  to  give  preference  to  union  men  and  union 
conditions. 

We  find  that  the  men,  as  soon  as  they  understand  this,  are  very 
heartily  in  favor  of  it.  There  is  no  opposition  whatever  from  any 
union  man  as  soon  as  he  knows  what  it  is.  Sometimes  there  is  op- 
position from  one  of  the  foremen  or  an  entire  union  during  that 
period  that  they  think  there  is  a  new  game  being  sprung  on  them. 
They  naturally  are  suspicious  under  the  long  period  of  wrong  treat- 
ment that  has  come  to  them  for  generations,  but  they  seldom  act 
during  that  period.  They  never  have  acted  on  my  work  during  that 
time,  and  by  the  time  that  they  have  finished  considering  what  they 
will  do  they  are  converted  and  as  a  body  are  the  best  allies  we  have 
in  installing  scientific  management." 

(6)  Williams  (Record,  pp.  3431-3433). 

"Mr.  Brandeis.  You  are  the  manager  of  the  Manhattan  Press 
of  New  York? 

Mr.  Williams.  Yes. 

Mr.  Brandeis.  And  in  that  press  you  have  introduced  some  of 
the  principles  of  scientific  management? 

Mr.  Williams.  Some  of  them. 

Mr.  Brandeis.  And  you  have  introduced  some  of  these  principles 
in  departments  of  your  press,  which  is  practically  a  closed  shop? 

Mr.  Williams.  One  department,  yes. 

Mr.  Brandeis.  And  that  is  the  — 

Mr.  Williams   {interrupting).    The  press  room. 

Mr.  Brandeis.  And  the  press  men's  union  in  New  York  is  a  very 
strong  union? 

Mr.  Williams.  Very  strong. 

Mr.  Brandeis.  In  introducing  these  principles,  you  have  intro- 
duced among  others,  the  principles  of  the  individual  daily  record  of 
the  men? 

Mr.  Williams.  Yes. 

Mr.  Brandeis.  And  also  the  principles  connected  with  it  of  pay- 
ing the  man  a  bonus  who  has  reached  the  standard? 

Mr.  Williams.  Yes. 

Mr.  Brandeis.  Will  you  state  whether  or  not,  Mr.  Williams,  you 
have  been  confronted  with  any  difficulties  or  obstacles  on  the  part  of 
the  unions  to  the  introduction  of  these  principles  of  scientific  manage- 
ment? 
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Mr.  Williams.  None  but  what,  as  soon  as  the  men  got  confidence, 
would  disappear.  They  do  not  believe  it.  They  cannot  understand 
tliat  you  are  really  wanting  to  pay  them  extra  money;  as  soon  as 
they  can  once  get  that  through  their  minds,  you  have  no  trouble  at 
all.  We  had  to  hold  up  the  bonuses  —  I  don't  know  just  how  long, 
but  certainly  three  to  five  weeks  —  before  they  would  take  them. 
We  kept  putting  them  in  the  drawer,  and  finally  some  of  them  got 
brave  enough  to  take  them.  We  had  a  scheme  of  paying  them  which 
was  one  of  my  own  ideas.  We  did  not  pay  the  bonus  with  the  pay. 
We  paid  off  on  Friday,  and  we  paid  the  bonus  on  the  following 
Wednesday.  One  of  the  fellows  said  to  me:  "Those  few  extra  dol- 
lars that  we  get  on  Wednesday  come  along  about  the  time  that  we 
are  hard-up,  and  they  are  better  than  the  whole  damn  pay  roll,  that 
we  have  to  take  home.     (Laughter.)  " 

(c)    Gantt  (Record,  pp.  3461-3462). 

"Mr.  Brandeis.  Mr.  Kent  testified  to  the  introduction  by  you 
in  the  Canadian  Pacific  shops  at  Angus  of  some  parts  of  the  prin- 
ciples of  scientific  management.  Do  you  happen  to  know,  definitely, 
of  the  attitude  of  the  union  there,  or  the  union  officials,  to  the  work? 

Mr.  Gantt.  About  a  year  after  we  began  that  work,  Mr.  Vaughan, 
who  has  charge  of  it  all  — he  is  assistant  to  the  vice-president 
in  charge  of  operating  —  said  he  had  a  very  interesting  session 
with  a  committee  of  the  labor  union;  and  he  had  told  them  that  he 
had  a  piece  work  system  that  could  not  be  cut.  They  felt  very 
skeptical,  but  they  listened  to  what  he  had  to  say  and  went  away; 
and  they,  have  never  made  any  comment  since.  They  are  apparently 
entirely  satisfied.  I  have  not  heard  that  they  have  ever  said  any- 
thing about  it  since. 

Mr.  Brandeis.  Mr.  Gantt,  is  not  this  one  of  the  things  that 
happened:  That  they  asked  him  what  he  was  doing,  and  he  said 
he  was  getting  a  very  high-priced  man  to  teach  them  to  do  the  work 

easier? 

Mr.  Gantt.  Something  like  that;  something  in  that  line;  that 
he  was  getting  the  best  man  he  could  to  teach  those  people  to  do 
the  work  easier.  That  is  what  we  are  working  at.  We  are  trying 
to  find  the  easiest,  and  the  easiest  is  usually  the  best,  way  of  doing 
the  work,  and  then  teaching  those  who  would  not  normally  learn 
that  method,  —  teaching  them  and  helping  them  to  apply  it." 
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(d)    Kent  (Record,  pp.  3442-3443). 

"Mr.  Brandeis.  Will  you  state  what  you  found  to  be  the  atti- 
tude of  the  officials  in  charge  of  the  work  there  toward  the  system, 
so  far  as  the  introduction  of  it  was  concerned? 

Mr.  Kent.  One  of  the  foremen  said  that  if  they  went  back  to 
the  old  method  of  doing  things,  he  would  quit  his  job;  that  he  would 
not  stay  there. 

JVIr.  BiL^NDEis.  What  did  the  superintendent  say? 

Mr.  Kent.  Why,  he  was  most  enthusiastic.  His  labors  were 
considerably  lightened,  it  seemed,  and  he  was  able  to  give  more 
attention  to  the  actual  planning  of  the  work  of  the  shop. 

Mr.  Brandeis.  Do  you  know  whether  that  shop  is  an  open  shop 
or  a  closed  shop? 

Mr.  Kent.   It  is  a  union  shop." 

{e)    Hathaway  (Record,  pp.  3064-3067). 

"Mr.  Brandeis.  What  is  the  attitude  of  the  men  in  your  shop 
towards  this  work? 

Mr.  Hathaway.  The  men  who  work  in  our  shop  under  this 
scheme  seem  to  be  perfectly  satisfied  and  contented  with  it.  We 
have  had  some  men  who  have  left  our  employ  for  a  time  and  worked 
under  the  old  conditions,  who  were  always  very  desirous  of  coming 
back  to  us.  After  they  once  work  under  this  scheme  and  under- 
stand it,  they  seem  to  prefer  it  to  the  old  scheme. 

JVIr.  Brandeis.  Has  there  been  at  any  time  any  complaint  or  is 
there  any  complaint  in  your  shop  that  the  men  are  being  speeded  up 
or  made  to  work  harder? 

Mr.  Hathaway.  No,  none  that  I  have  heard. 

Mr.  Brandeis.  Your  shop  is  situated  in  what  might  be  called 
the  machinery  manufacturing  district,  is  it  not? 

Mr.  Hathaway.  Yes. 

Mr.  Brandeis.  You  are  surrounded  by  quite  a  number  of  manu- 
facturers? 

Mr.  HATHAW^\Y.  Yes,  there  are  a  great  many. 

Mr.  Brandeis.  How  many  machinery  manufacturers? 

Mr.  Hathaway.  There  are  five  or  six  large  representative  con- 
cerns, among  them  the  Baldwin  Locomotive  Works,  which,  of  course, 
is  of  itself  much  greater  than  all  the  rest  of  them  together. 

Mr.  Brandeis.  The  Midvale  Steel  Company? 

Mr.  Hathaway.  That  is  some  distance  from  us,  but  in  the  same 
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city.  Right  in  our  immediate  neighborhood  there  is  William  Sellers 
&  Company,  Harrington  &  Sons,  the  Newton  Machine  Tool  Works, 
and  there  are  a  few  smaller  concerns,  but  those  are  the  principal  ones. 

Mr.  Brandeis.  At  the  time  last  spring  of  the  general  strike  in 
Philadelphia,  what  was  the  attitude  of  the  men  in  your  shop  as 
compared  to  what  it  was  in  the  surrounding  shops? 

Mr.  Hathaway.  We  had  one  man  who  joined  in  the  sympathetic 
strike  or  general  strike,  whereas  Baldwin's  had  some  2,000  or  more, 
I  believe;  William  Sellers  had  about  from  one-half  to  two-thirds  of 
their  force;  Newton  Machine  Tool  Works  had  practically  all  of 
their  men  out;  Harrington  had  most  of  their  men  out.  We  had 
one  man  out. 

Mr.  Brandeis.  Did  you  yourself  make  any  effort  to  retain  the 
men? 

Mr.  Hathaway.  No. 

Mr.  Brandeis.  At  that  time? 

Mr.  Hathaway.  No. 

Mr.  Brandeis.  Is  it  absolutely  true  that  the  action  of  the  men 
in  remaining,  all  except  that  one  out  of  seventy-five,  was  entirely  of 
their  own  motion? 

Mr.  Hathaway.  Yes. 

Commissioner  Prouty.   Is  your  shop  a  union  shop? 

Mr.  Hathaway.  Our  shop  is  an  open  shop;  we  have  some  union 
men  and  some  non-union  men. 

Mr.  Bit\NDEis.  How  is  it  with  regard  to  these  other  shops  you 
have  spoken  of? 

Mr.  Hathaway.  They  are  all  in  the  same  Ox. 

Mr.  Brandeis.  They  are  all  open  shops? 

Mr.  Hathaway.  Yes. 

Mr.  Trandeis.   They  are  none  of  them  closed  shops? 

Mr.  Hathaw^ay.  I  think  in  Philadelphia  there  are  practically  no 
closed  machine  shops.    I  do  not  know  of  any. 

(/)    Kendall  (Record,  pp.  3436-3437). 

"Mr.  Brandeis.  In  the  Plimpton  Press,  which  is  a  printing  and 
binding  establishment,  complete,  you  have  certain  departments  in 
which  there  are  a  number  of  union  men? 

Mr.  Kendall.  We  have. 

Mr.  Brandeis.  And  have  you,  in  those  departments,  met  any  ob- 
stacles on  the  part  of  the  unions  to  the  introduction  of  those  f eatu:  es 
of  scientific  management  which  have  been  applied? 
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Mr.  Kendall.  We  have  met  with  no  obstacles  whatever;  but 
the  same  attitude  w^ich  applies  to  non-union  employees  has  also 
applied  to  the  union  employees.  The  average  American  workman, 
in  fact  the  average  workman  of  any  country,  appreciates  lack  of 
trouble.  Scientific  management  does  away  with  his  trouble.  The 
bonus  feature  is  an  additional  help,  and  the  union  and  the  non- 
union men  are  welcoming  these  features  which  do  away  with  their 
trouble,  and  are  also  welcoming  the  bonus  features." 

(g)    Emerson  (Record,  pp.  3558-3562). 

"  Mr.  Brandeis.  In  your  effort  to  improve  the  efficiency  of  various 
concerns,  has  the  question  come  up  for  consideration  as  to  any  diffi- 
culties or  obstacles  presented  by  the  workmen  themselves  and  par- 
ticularly by  the  labor  unions? 

IVIr.  Emerson.  Occasionally  that  question  has  come  up.  On  the 
whole,  that  has  not  been  our  difficulty. 

jMr.  Brant)EIS.  What  difficulty  has  there  been? 

Mt.  Emerson.  The  difficulty  has  been  generally  in  persuading  the 
management  to  take  the  necessary  steps  to  bring  about  the  results. 
When  I  say  "management"  I  mean  somebody  above  the  ordinary 
workman.  It  might  be  the  foreman  or  the  superintendent,  or  it 
might  be  the  general  manager.  It  might  be  anyone  that  is  in  the  line 
above  the  workman. " 


17.    Scientific  Management  Applicable  to  all  Businesses 

Experience  has  already  demonstrated  that  the  princi- 
ples of  scientific  management  are  general  in  their  applica- 
tion, and  can  be  introduced  into  practically  all  businesses, 
and  all  departments  of  any  business.  They  have  been 
successfully  applied  in  private  competitive  businesses,  like 
machine  shops  and  factories,  steel  works,  and  paper  mills, 
cotton  mills  and  shoe  shops,  in  bleacheries  and  dye  works, 
in  printing  and  book-binding,  in  lithographing  establish- 
ments ;  in  the  manufacture  of  typewriters  and  optical  in- 
struments, in  construction  and  engineering  work,  and  in 
establishments  not  commonly  regarded  as  business,  and 
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recently  to  some  extent  they  have  been  introduced  by  the 
United  States  Government  into  the  manufacturing  de- 
partments of  the  Army  and  Navy. 

The  application  of  these  principles  has  been  no  less  suc- 
cessful in  the  field  than  in  the  shop.  They  have  been  found 
applicable  alike  to  the  most  skilled  and  to  the  most  un- 
skilled labor,  to  conditions  where  men  work  in  large  num- 
bers together  in  a  single  factory,  and  where  they  are  more 
widely  scattered. 

They  have  been  applied  in  businesses  of  great  complex- 
ity, in  which  the  articles  manufactured  differed  widely, 
as  well  as  in  businesses  where  the  work  is  largely  repeti- 
tive, and  this  result  would  seem  to  follow  necessarily 
when  one  considers  what  scientific  management  is  —  that 
is,  what  the  main  principles  are  which  compose  it:  namely, 
preparedness ;  separation  of  planning  from  performance ; 
the  analytical  study  of  every  operation,  with  a  view  to 
determining  the  best  possible  methods,  tools  and  machin- 
ery; tlie  management  thus  performing  its  proper  func- 
tion, —  of  enabling  the  work  to  be  done  under  best  possi- 
ble conditions;  and  the  keeping  of  a  current  record  of 
the  efficiency  of  men,  equipment,  and  materials. 

The  evidence  produced  as  to  the  value  and  general 
applicability  of  the  principles  of  scientific  management 
was  deemed  by  the  Commission  to  have  been  so  conclu- 
sive, that  upon  the  suggestion  of  the  acting  Chairman 
we  refrained  from  calling  additional  ^vitnesses  to  this 
point. 

"Commissioner  Prouty.  Mr.  Brandeis,  you  can  hardly  add  any- 
thing to  your  case  by  calling  the  representatives  of  some  other  in- 
dustry and  showing  these  same  principles  have  been  applied  there. 
It  is  perfectly  evident  that  if  they  have  been  applied  in  one  case  they 
can  be  applied  in  another  analogous  case.  If  the  railroads  were  to 
show,  in  answer,  some  facts  which  tended  to  prove  that  they  could 
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not  be  applied  to  railroad  operations,  then  you  might  desire  to  go 
further;  but  it  seems  to  me  you  have  made  out  your  case  now  as  far 
as  it  can  be  made  out.  If  you  have  anybody  who  can  show  this 
method  has  been  applied  to  railroad  operation,  he  would  be  a  mate- 
rial witness."  (Pp.  1387-3388.) 

"Commissioner  Clements.  ...  Of  course  this  thing  could  be 
carried  on  and  on  almost  indefinitely  with  respect  to  different  lines 
of  business. 

Mr.  Brandeis.  It  could,  indeed. 

Commissioner  Clements.  And  when  you  have  shown  that  fact, 
and  what  you  have  done  with  respect  to  several  kinds  of  business,  and 
the  details  of  it,  so  far  as  it  may  be  helpful  to  any  extent,  does  not 
that  illustrate  the  possibilities  in  all  lines  of  business  just  as  well  as 
if  you  were  to  call  them  in  other  cases? 

Mr.  Brandeis.  It  does  to  my  mind  absolutely,  but  I  did  not 
know  that  others,  who  had  given  less  consideration  to  the  subject, 
might  be  so  ready  to  accept  the  conclusion  which  we  ourselves  have 
formed.  I  will  endeavor  to  act  upon  the  suggestion  of  the  Com- 
mission." 

(Mr.  Clements  w^as  then  sitting  as  Chairman  during  Commissioner 
Knapp's  absence.)  (Record,  pp.  3389-3390.) 


18.    Scientific  Management  is  Applicable  to  Railroads 

No  good  reason  can,  it  is  believed,  be  alleged  why  scien- 
tific management  is  not  applicable  to  most  departments 
of  railroads. 

(a)    Towne  (Record,  pp.  3292-3300). 

"Mr.  Brandeis.  Have  you  considered,  Mr.  Towne,  at  all,  the 
question  of  the  possibihty  of  economies  in  connection  with  railroad 
operation? 

Mr.  Towne.  I  have  often  given  it  casual  thought,  in  connec- 
tion with  my  general  interest  in  this  great  subject;  and  since  this 
investigation  commenced,  and  my  attention  as  President  of  the 
Merchants*  Association  of  New  York  was  directed  to  the  shippers* 
side  of  the  case  very  strongly,  I  have  given  a  great  deal  of  thought 
to  the  effort  to  see  how  my  experience  in  industrial  management 
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and  manufacturing  might  indicate  to  me  the  possibilities  of  similar 
results  in  the  field  of  railroad  management. 

Although  I  confess  to  no  experience  in  that  field,  I  have  had  the 
same  opportunity  that  any  citizen  has  to  come  in  contact  with  it,  as 
a  business  man  and  otherwise.  In  addition  to  that  I  have  a  pretty 
large  acquaintance  among  railroad  men  and  have  frequently  dis- 
cussed with  them  the  problems  that  they  are  working  out  in  this 
direction,  so  that  I  have  some  general  knowledge;  but  none  that  I 
pretend  to  class  as  expert  knowledge. 

Mr.  Brandeis.  However,  have  you  any  opinions  or  suggestions 
on  the  subject  which  you  think  would  be  of  value  to  the  Commis- 
sion or  might  possibly  be? 

Mr.  Towne.  Why,  it  seems  to  me  that  there  are  almost  as  great 
possibilities  for  self-help  on  the  part  of  the  railroads  as  there  are 
and  have  been  proved  to  be  on  the  part  of  manufacturing  industries. 

They  have  a  great  many  problems  that  are  similar,  and  some 
that  are  identical.  Take  the  case  of  their  machine  shops  and  re- 
pair shops,  which  are  quite  a  large  element  in  their  organization  and 
in  their  total  outlay.  They  have  precisely  the  same  conditions  as 
exist  in  any  machine  shop  or  car-building  shop  which  is  devoted 
to  a  similar  work  of  a  general  kind. 

I  have  no  doubt  whatever  that  the  systems  which  are  being  so 
successfully  developed  now,  in  many  private  establishments,  for 
increasing  the  efficiency  of  machines  and  of  men,  in  machine  shops 
and  foundries  and  wood-working  establishments,  can  be  utilized 
and  availed  of  in  the  corresponding  shops  of  the  railroad  companies, 
especially  the  large  ones. 

Commissioner  Lane.  Do  you  know  that  they  are  not? 

Mr.  Towne.  I  imagine  that  they  are  being  availed  of  in  some 
places  and  to  some  extent.  I  should  doubt,  exceedingly,  that  they 
are  availed  of  widely,  or  else,  from  my  general  reading  in  engineering 
matters,  I  would  have  known  something  about  it;  and  I  doubt 
whether,  in  any  case,  they  are  availed  of  as  fully  and  effectively 
as  they  are  in  some  private  establishments.  For  one  reason,  the 
incentive  is  wanting.  The  railroads  are  not  operating,  in  this  respect, 
at  least,  under  the  competitive  conditions  which  private  industries 
are,  and  they  lack  the  stimulus  which  the  private  establishment 
has,  and  sometimes  has  acutely,  as  my  own  did  in  the  years  after 
1893  —  the  stimulus  to  take  up  and  study  and  solve  problems  of 
this  kind.    The  men  w^ho  are  responsible  for  the  management  of 
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these  particular  railroads  that  I  have  been  speaking  of  have  little 
or  no  pecuniary  interest  in  it,  and  their  superior  officers  have  none 
except  of  the  general  character  of  their  responsibility  to  their  next 
higher  officials  and  to  the  stockholders.  But  there  is  not  the  same 
sense  of  acute  personal,  direct  responsibility  that  there  is  in  a  pri- 
vate corporation,  and  especially  in  a  corporation  where  the  chief 
owners  are  the  chief  managers. 

The  experience  that  has  been  gained  under  conditions  of  that 
kind,  which  are  the  most  favorable  conditions,  is  open  to  the  rail- 
roads for  study  and  for  approbation  and  utilization,  if  they  see  fit 
to  seek  it  and  avail  of  it. 

But  I  see  other  directions  in  which,  it  seems  to  me,  the  railroads 
are  far  behind  the  times  in  these  matters,  and  in  several  directions. 
One  of  them  is  in  the  effort  to  utilize  modern  mechanical  skill  and 
ingenuity  and  experience  in  every  productive  industry  that  I  am 
familiar  with,  and  I  know  something  about  quite  a  number  of  them. 
Inventive  ability  and  experience  have  developed  wonderful  changes 
in  the  last  twenty-five  years,  in  the  last  ten  years,  in  the  substitu- 
tion of  better  machines,  machines  that  are  largely  automatic  in 
many  cases,  and  in  the  more  intelligent  application  of  human  labor, 
even  to  machines  which  are  unavoidably  not  automatic. 

In  every  mechanical  industry  there  is  a  constant  effort  to  study 
this  problem,  and  to  achieve  further  success  in  it.  In  fact,  I  think 
most  people  who  have  been  in  touch  with  it  feel  that,  with  all  the 
wonderful  things  that  have  been  accomplished,  we  have  only  made 
a  beginning,  and  that  greater  results  are  surely  before  us  in  the 
future. 

On  the  part  of  the  railroads,  I  fail  to  see  any  corresponding  effort. 
I  do  not  see  that  the  railroads  have  awakened  to  the  existence  of 
these  conditions,  so  far  as  their  employment  of  manual  labor  in 
the  performance  of  the  work  of  the  railroads  is  concerned.  And 
manual  labor  constitutes  a  very  large  part  of  the  expenditures  of 
every  railway,  in  the  handling  of  freight,  of  baggage,  of  the  manipu- 
lation of  traffic,  and  so  on  —  it  is  all  manual  labor.  And  as  to  the 
cruder  parts  of  it,  the  railroad  companies  to-day  are  employing  the 
same  means  of  utilizing  manual  labor  as  the  Egyptians  did,  or  would 
have  done  if  they  had  had  railroads  in  those  days. 

Commissioner  Lane.  Will  you  be  a  little  bit  more  concrete  on 
that  proposition? 
Mr.  TowNE.  I  will.    To  take  a  somewhat  minor  example:  All  of 
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us  citizens  who  have  to  travel  on  the  railways  are  unpleasantly 
familiar  with  the  crudity  of  the  systems  employed  at  present,  or 
lack  of  system,  in  handling  passengers'  baggage.  We  know  how  our 
baggage  is  maltreated  and  damaged,  and  any  one  who  will  think  of 
it  for  a  minute  will  see  that  there  has  not  been  the  faintest  effort  to 
apply  modern  mechanical  appliances  to  the  handling  of  baggage, 
except  in  a  few  of  the  great  terminals  where  they  do  use  an  elevator 
to  hoist  it  from  one  level  to  another.  The  witness  who  preceded  me, 
Mr.  Dodge,  has  made  it  the  business  of  his  life  to  design  conveying, 
machinery,  and  there  are  four  or  five  other  large  establishments 
and  many  smaller  ones  in  this  country  who  make  that  their  sole 
business,  designing  and  building  machinery  for  the  conveying  of 
materials  of  all  kinds.  It  is  a  surprise  to  me  that  they  have  not 
taken  up  this  problem,  on  their  own  initiative;  but  I  am  quite  sure 
that  any  or  all  of  them  would  be  glad  to  take  it  up  on  the  initiative 
of  the  railroad  companies,  and  endeavor  to  find  methods  for  handling 
baggage  mechanically,  at  least  in  the  larger  terminals,  if  not  in  the 
smaller  stations. 

Whatever  may  be  possible  in  the  way  of  handling  baggage  me- 
chanically, a  vastly  greater  field  exists  in  the  possibilities  of  handling 
freight  mechanically.  It  is  done  already,  by  some  of  the  great  coal 
carriers,  and  to  some  extent,  in  the  handling  of  coal,  and  in  a  few 
eases  that  I  have  seen,  in  the  handling  of  sand,  materials  that  will 
flow,  like  sand  and  coal.  But  no  effort  has  been  made  that  I  know 
of,  to  apply  mechanical  methods  to  the  handling  of  the  vast  volume 
of  merchandise  which  the  railroads  handle  at  every  terminal,  onto 
their  platforms,  from  the  platforms  to  their  cars,  back  again  from 
the  cars  to  the  platform,  and  from  the  platform  to  the  truck,  or  what- 
ever else  it  is  carried  away  in.  INIillions  of  tons  of  material,  taking 
the  country  as  a  whole,  are  moved  every  day,  and  moved  by  the 
crudest  kind  of  labor.  I  am  absolutely  sure,  as  to  some  cases  —  I 
believe  in  a  great  many  cases  —  probably  in  all  of  the  great  termi- 
nals, that  mechanical  appliances  could  be  successfully  availed  of,  at 
least  for  some  part  of  that  work;  probably  for  a  great  part.  But,  so 
far  as  the  public  knows,  no  effort  has  been  made  in  that  direction 
whatever. 

I  see  another  field,  drawing  an  inference  from  my  own  experience 
as  a  manufacturer,  in  which  I  believe  that  the  railroad  companies 
have  not  gone  far,  and  some  have  not  ventured  at  all;  and  that  is  in 
what  has  come  to  be  known,  under  the  nomenclature  of  this  modern 
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scientific  industrial  system,  as  functional  management.  I  can  illus- 
trate or  explain  that  in  a  few  words,  best  by  reference  to  a  factory  or 
workshop  of  the  average  kind  and  size. 

Under  old  conditions,  what  was  sometimes  referred  to  as  the 
military  system  prevailed,  in  which  the  foreman  or  superintendent 
of  each  department  or  room  was  responsible  for  everything  done  in 
that  room,  —  the  discipline,  the  adjustment  of  wages,  the  allotment 
of  work,  the  instructions  to  the  workmen  as  to  what  they  were  to  do 
and  how  they  were  to  do  it,  the  inspection  of  the  product  of  the 
workmen,  and,  in  fact,  everything  p)ertaining  to  the  management 
of  the  work  in  that  room  was  concentrated  in  the  hands  of  one  per- 
son, possibly  having  some  assistants. 

Under  the  functional  system,  on  the  contrary,  the  management 
of  one  room  will  be  covered  by  four,  five,  six,  and  in  some  cases  even 
ten  different  persons,  the  responsibility  of  each  of  whom  runs  on 
functional  lines.  One  man  will  have  to  do  with  the  employment  of 
help.  Another  with  the  adjustment  of  wages  and  piece  rates;  an- 
other with  the  allotment  of  work,  its  distribution  to  the  different 
men  and  machines;  and  another  with  the  ascertainment  of  labor 
costs,  and  so  on.  The  functional  system,  where  it  has  been  availed 
of  intelligently,  is  proving  itself  over  and  over  again  to  be  the  sounder 
system  of  the  two.  It  is  in  line  with  the  specialization  in  all  of  the 
sciences,  in  medicine,  in  law,  and  so  on,  that  a  man  who  devoted  his 
whole  time  to  one  single  line  of  study  or  research  or  work  becomes 
more  skillful  and  expert  in  that  than  if  he  attempts  to  diffuse  his 
labors  over  a  multitude  of  operations.  That  higher  or  intensified 
skill  results  in  the  ascertainment  of  better  methods,  much  to  the 
operation  in  the  plant  where  the  functional  system  is  in  use. 

We  can  see  that  if  the  railroads  are  not  already  fully  availing 
themselves  of  the  functional  system,  there  must  be  a  very  great  op- 
portunity for  them  to  do  so.  They  could  do  that  in  their  oflfice  work, 
in  their  great  central  administrative  offices,  which  each  one  of  the 
large  systems  has  to  maintain,  and  in  the  subordinate  oflSces,  which 
many  or  most  of  them  maintain  at  other  points,  and  throughout  the 
operative  system,  wherever  a  large  number  of  men  are  gathered  to- 
gether under  one  control  and  for  a  combined  result.*' 

(b)   Emerson  (EflSciency,  p.  80). 

"Railroad  practice  has  many  standards,  chiefly  those  of  specifica- 
tion, of  construction,  and  of  times  for  passenger  trains.    No  railroad 
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has  ever  determined  any  cost  standards  either  for  maintenance  or 
operation  of  equipment,  maintenance  of  way,  or  consumption  of 
fuel,  yet  there  is  no  railroad  in  the  country  on  which  each  one  of 
these  cost  standards  could  not  be  determined  in  a  very  short  time 
and  with  very  close  accuracy,  at  a  cost  equal  to  the  saving  effected 
in  a  single  month." 


(1)  JNIaintenance  of  equipment,  consuming  about  20 
per  cent  of  all  operating  expenses,  involves  conditions  in 
machine  shops,  locomotive  and  car  shops  and  yards,  similar 
in  large  measure  to  those  under  which  scientific  man- 
agement has  been  most  successfully  applied  in  private 
businesses. 

The  fact  that  the  Atchison,  Topeka  and  Santa  Fe  Rail- 
road and  the  Canadian  Pacific  Railroad  Company  have, 
to  some  extent,  introduced  principles  of  scientific  manage- 
ment in  their  machine  shop  and  locomotive  shops  with  good 
results,  is  an  illustration  of  this. 

(a)   Emerson  (Efficiency,  p.  80). 

**\Vhen  each  unit  of  locomotive  repair  is  standardized,  the  sum  of 
the  units  shows  a  cost  between  $0.03  and  $0.06  a  mile  for  mainte- 
nance. The  actual  average  costs  on  the  railroads  are  between  $0.06 
and  $0.12  —  therefore  twice  what  they  ought  to  be.  The  standard- 
ized cost  of  maintaining  freight  cars  is  as  low  as  $30  per  annum. 
Actual  average  costs  run  from  $45  on  some  roads  to  over  $100  on 
others." 

(6)    Emerson  (Record,  pp.  3540-3542). 

"  Commissioner  Prouty.   Proceed,  Mr.  Brandeis. 

Mr.  Brandeis.  If  you  desire,  I  can  read  from  this  book,  "Meth- 
ods of  the  Santa  Fe,"  the  figures  for  the  different  years,  which  may 
perhaps  answer  some  of  the  questions  which  you  have  asked  the 
witness  in  regard  to  the  effect  during  a  period  of  years. 

This  is  on  page  37  of  Mr.  Going's  book. 

Repairs  and  renewals  to  shop  machinery  and  tools.  1902  to  1903: 
Total  charges,  $401,809;  cost  per  locomotive,  $306.96;  cost  per 
tractive  unit,  $9.0136. 
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1903  to  1904:  Total  charges,  S487,170;  cost  per  locomotive, 
S339.96;  cost  per  tractive  unit,  $.0132.  1904  to  1905:  Total  charges, 
$486,620;  cost  per  locomotive,  $334.68;  cost  per  tractive  unit,  $.0127. 

1905  to  1906:  Total  charges,  $367,474;  cost  per  locomotive, 
$225.03;  cost  per  tractive  unit,  $.0081. 

1906  to  1907:  Total  charges,  $315,844;  cost  per  locomotive, 
$176.35;  cost  per  tractive  unit,  $.0060. 

1907  to  1908:  Total  charges,  $290,809;  cost  per  locomotive, 
$157.11;  cost  per  tractive  unit,  $.0053. 

In  other  words,  between  1903-4  and  1907-8  the  repairs  and  renewals 
to  shop  machinery  and  tools  dropped  from  $487,170  to  $290,809;  the 
cost  per  locomotive  from  $339.96  to  $157.11 ;  a'hd  the  cost  per  tractive 
unit  from  $.0132  to  $.0053. 

Mr.  Going  says  at  page  58  in  his  book: 

"The  table  below  shows  the  economy  in  the  labor  account  for 
engine  repairs  over  a  five  years'  period." 

He  then  goes  on  to  detail  that  in  the  fiscal  year  1902-3  the  labor 
cost  was  $2,362,000;  the  number  of  locomotives  owned  was  1309, 
and  the  cost  per  engine  was  $1,804. 

In  the  fiscal  year  1903-4  the  labor  cost  was  $3,000,122,  the  number 
of  locomotives  owned  1433,  and  the  cost  per  engine  $2,094. 

In  the  fiscal  year  1904-6  the  labor  cost  was  $3,336,963,  and  the 
number  of  locomotives  owned  was  1454,  and  the  cost  per  engine  was 

$2,309. 

For  the  fiscal  year  1905-6  the  labor  cost  was  $2,739,195,  the  num- 
ber of  locomotives  owned  was  1633,  and  the  cost  per  engine  was 

$1,677. 

In  1906-7  the  labor  cost  was  $2,800,250,  the  number  of  locomo- 
tives owned  1791,  and  the  cost  per  engine  was  $1,564. 

In  1907-8  the  labor  cost  was  $2,763,825,  the  number  of  locomo- 
tives owned  was  1851,  and  the  cost  per  engine  was  $1493. 

In  other  words,  the  cost  per  engine  drops  from  $2,309  in  1904-5 

to  $1,493  in  1907-8. 
Commissioner  Prouty.  That  is  the  labor  cost? 
Mr.  Brandeis.  That  is  the  labor  cost,  yes,  sir.*' 

(c)   Emerson  (Record,  pp.  20-22). 

"  Railroad  repair  shops  throughout  the  country  do  not  show  50 
per  cent  efficiency  on  an  average  as  regards  either  materials  or  labor. 
A  case  observed  was  as  follows: 

A  foundry  made,  (or  a  railroad  shop,  big  cylinder  bushings.   These, 
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after  being  machined  in  the  railroad  shop,  weighed  about  375  pounds, 
but  the  original  casting  weighed  1,780  pounds.  It  took  three  days  to 
remove  1,405  pounds  of  cast  iron.  It  should  have  taken  less  than' 
one  day  if  the  rough  bushing  had  weighed  only  600  pounds.  The 
difference  in  result  is  reduced  to  financial  expression  in  the  following 

table: 

Comparison  of  Costs 

As  made      Standard 

Weight,  rough 1,780  600 

Cost  per  pound - .    .  $0.04  $0.04 

Total  cost S71.20  $24.00 

Labor 3  days  1  day 

Cost  of  labor,  $3.00  per  day $9.00  $3.00 

Machine  charge,  $2.00  per  day    ....  $6.00  $2.01 

Overhead  charges,  $2,00  per  day .    .    .    .  $6.00  $2.00 

Total  cost ^92.20        $31.00 

In  this  same  shop  the  most  efficient  men  were  checked  up  and 
found  to  average  only  60  per  cent  in  actual  output,  compared  to 
realizable  standards.  At  the  end  of  two  years  of  persistent  effort  many 
of  the  best  men  were  brought  up  to  110  per  cent  efficiency,  but  there 
were  still  men  as  low  as  10  per  cent  as  to  actual  output  compared  to 
reasonable  standard  —  the  same  standard  on  which  others  realized 

110  per  cent. 

In  another  big  locomotive  shop,  a  careful  study  of  the  machmes 
which  had  been  in  operation  for  20  years  showed  that  the  location  of 
75  per  cent  of  them  would  have  to  be  changed,  so  as  to  facilitate  the 
orderly,  effective,  and  economical  progress  of  work  from  one  to  the 
other.    This  and  other  eliminations  of  wastes  doubled  the  output, 

with  less  labor  costs.  ^ 

In  consequence  of  general  shop  inefficiency  and  operation  ineffi- 
ciency due  to  similar  causes,  locomotive  repair  costs,  on  Western 
railroads,  run  from  $0.08  to  $0.12  a  mile;  yet  a  most  efficient  superin- 
tendent of  motive  power  on  a  large  transcontinental  road  succeeded 
in  dropping  to  $0.05  and  had  only  touched  the  high  spots,  his  well- 
considered  opinion  being  that  $0.04  was  reasonably  attainable.  On 
another  transcontinental  road,  repair  costs  per  mile  were  dropped 
from  $0.1374  to  $0.08  by  persistent  effort,  but  when  the  efforts  were 
relaxed  expenses  immediately  rose  to  $0.17.    They  should  have  come 
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down  to  S0.06.  Eastern  and  Southern  roads,  with  their  small  en- 
gines, better  coals,  and  better  waters,  are  not  to  imagine  that  they 
show  any  higher  efficiency.    They  are  on  the  whole  worse. 

A  leading  eastern  road  established  piece  rates  in  its  car  shops  and 
then  limited  the  earning  power  of  the  men.  When  there  was  a  sud- 
den demand  for  increased  car  repairs,  the  limit  was  taken  off  and  the 
men  doubled  their  earnings.  Then  the  limit  was  put  back.  The 
large  Eastern  roads  have  signally  failed  in  attempts  to  increase  the 
efficiency  of  their  repair  shops. 

In  a  leading  Southern  shop  many  men  were  receiving  12-hours  pay 
for  3-hour3  work." 

(d)    Kent  (Record,  p.  3442). 

"  Mr.  Br^ndeis.  Will  you  state  what  you  found  to  be  the  attitude 
of  the  officials  in  charge  of  the  work  there  toward  the  system,  so  far 
as  the  introduction  of  it  was  concerned? 

Mr.  Kent.  One  of  the  foremen  said  that  if  they  went  back  to  the 
old  method  of  doing  things,  he  would  quit  his  job;  that  he  would  not 
stay  there. 

Mr.  Brandeis.   What  did  the  superintendent  say? 

Mr.  Kent.  Why,  he  was  most  enthusiastic.  His  labors  were 
considerably  lightened,  it  seemed,  and  he  was  able  to  give  more  at- 
tention to  the  actual  planning  of  the  work  of  the  shop." 

(2)  Maintenance  of  way  consuming  nearly  20  per  cent 
of  the  total  operating  expenses  of  railroads,  involves  con- 
ditions in  many  respects  similar  to  work  done  by  con- 
tractors, and  •  to  field  work  done  in  connection  with  other 
private  businesses. 

(o)   Emerson  (Efficiency,  pp.  80-81). 

Standards  of  maintenance  of  way  vary,  but  innumerable  assays 
of  actual  work  show  a  maintenance-of-way  labor  efficiency  of  scarcely 
more  than  30  per  cent. 

(b)    Towne  (Record,  pp.  3202-3303). 

"  I  think  there  was  one  other  point,  Mr.  Brandeis,  if  you  will  al- 
low me  to  add  to  this  somewhat  long  answer  to  your  innocent  ques- 
tion: The  previous  witness  has  explained,  I  believe,  what  is  known  as 
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time-study,  which  is  a  very  modern,  recent  invention.  There  were 
spasmodic  attempts  to  understand  and  utilize  it  a  good  many  years 
ago,  but  it  was  not  intelligently  understood  and  utilized  until  within 
the  last  few  years.  It  has  been  shown  by  Mr.  F.  W.  Taylor  and  Mr. 
Gilbreth  and  others  that  the  use  of  the  time-study  system,  which  is 
the  application  of  brains  to  manual  operations,  will  produce  results, 
not  merely  in  the  operation  of  intricate  machinery,  but  equally  in 
the  performance  of  the  simplest  operations,  such  as  the  handling  of 
pig  iron,  the  handling  of  coal,  the  laying  of  bricks,  and  so  on. 

The  railroads  are  immense  employers  of  unskilled  labor.  They 
use  it  in  their  construction  work,  in  the  maintenance  of  tracks,  the 
laying  of  ties  and  of  ballast  and  of  rails,  and  in  all  of  the  repair  work 
in  their  terminals  and  stations  and  of  their  stock;  and,  as  far  as  I 
know,  with  a  few  exceptions,  the  exceptions  being  chiefly  in  the  re- 
pair shops  of  the  railroads,  no  effort  has  been  made,  or  no  test  or 
experiment  has  as  yet  been  made,  to  ascertain  the  extent  to  which 
time-study  may  be  utilized  in  railroad  work,  to  intensify  production, 
with  the  result,  as  it  is  proved  in  industrial  operations,  of  simultane- 
ously reducing  cost  and  increasing  the  wages  of  the  workmen." 

(c)    Gilbreth  (Record,  pp.  3416-3417). 

"  Mr.  Brandeis.  From  your  own  experience  in  your  particular 
business  of  contracting  and  building  and  construction,  what  part 
of  railroad  operations  or  constructions  could  you  speak  of  with  per- 
haps the  authority  of  experience  as  to  its  applicability  there? 

Mr.  Gilbreth.  Any  hand  labor,  shoveling,  picking,  lifting,  or 
carrying  of  heavy  weights  in  their  thousands  of  applications,  whether 
it  is  the  loading  of  freight  or  unloading  of  freight  or  any  of  those 
things.  We  have  seen  the  art  of  shoveling,  which  we  used  to  con- 
sider consisted  of  handing  a  man  a  shovel  and  seeing  that  he  worked. 
We  have  seen  that  they  have  now  established  certain  standards 
before  we  pass  the  shovel  to  the  man,  and  by  so  doing  we  can  get  him 
to  do  three  times  as  much  work.  I  have  seen  cases,  I  know  of  cases 
that  I  have  seen  with  my  own  eyes  where  it  was  nine  times  as  much 
work  with  very  little  more  effort  on  the  part  of  the  workman." 

(3)  Transportation  consuming  about  50  per  cent  of  the 
total  operating  expenses  of  railroads,  involves  operations 
in  which  it  is  clear  that  scientific  management  would  pro- 
duce large  results.    For  instance: 
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( a )  The  cost  of  fuel  is  on  all  railroads  a  large  per  cent 
of  the  total  transportation  expenses.  It  has  been  demon- 
strated that,  by  proper  instruction,  fuel  consumption 
could  be  reduced  at  least  one-half, 

Emerson  (Efficiency,  p.  81). 

Staff  determinations  with  a  dynamo  car  showed  that  1,000,000 
B.  t.  II.  in  the  coal  were  amply  sufficient  to  furnish  power  to  move 
a  1,000-ton  train  one  mile.  The  actual  coal  charged  to  locomotives 
always  contained  more  than  twice  as  many,  often  three  times  as 
many,  B.  t.  u. 

Emerson  (Tlecord,  pp.  3551-3553). 

Mr.  Brandeis.  You  spoke,  INIr.  Emerson,  of  the  fuel  bill  being  a 
particularly  heavy  bill,  and  I  understand  as  affording  a  special  oppor- 
tunity for  economy.  Have  you  made  any  particular  study  or  obser- 
vation on  that  subject? 

Mr.  Emerson.  Yes. 

Mr.  Br.\ndeis.  What? 

Mr.  Emerson.  On  the  Santa  Fe  we  set  up  a  system  of  records,  or 
we  had  them  set  up  for  us,  so  we  could  utilize  them,  showing  how 
many  pounds  of  fuel  they  used  per  thousand  train  ton  miles,  freight 
train  ton  miles,  and  the  average  for  the  whole  road  was  at  that  time 
261  pounds.  We  started  in  then,  by  various  suggestions  and  hints 
that  were  given  to  various  officials,  to  see  if  we  could  not  bring  that 
fuel  consumption  down,  and  it  did  slowly  come  down.  I  think  it 
ultimately  reached  239  pounds. 

We  sent  a  young  man  up  to  the  Chicago,  Milwaukee  &  St.  Paul  to 
investigate  their  fuel  records,  which  were  among  the  best  in  the 
United  States  as  to  practices  in  the  use  of  fuel  at  that  time,  and  we 
found  they  averaged  in  the  neighborhood  of  175  pounds  of  fuel  con- 
sumed. So  we  came  back,  and  more  or  less  set  up  as  a  provisional 
standard  the  175  pounds. 

About  that  time  the  superintendent  of  motive  power  wrote  to  me 
that  a  dynamometer  car  running  on  the  road  showed  a  record  of  80 
pounds.  I  ridiculed  the  record.  I  was  skeptical.  I  would  have  to 
be  shown.  I  checked  up  the  fuel  records  and  knew  that  80  pounds 
was  not  a  likely  figure  at  all.  That  letter  of  mine  was  sent  to  this  man 
that  was  running  the  dynamometer  car  and  he  wired  back:  "Mr. 
Emerson  is  the  party  we  have  been  lock'ng  for.    If  there  is  anything 
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the  matter  with  our  record,  we  want  to  know  how  to  improve 
them.  Please  send  him  here  at  once,  or  one  of  his  representatives, 
to  check  US'  up."  That  called  me  very  nicely,  so  I  put  one  of  my 
assistants,  the  same  man  that  had  been  making  locomotive  studies, 
on  the  run  out  of  Chicago,  and  told  him  to  find  out  by  actual  weight 
just  exactly  how  many  tons  of  coal  were  necessary  to  move  a  thou- 
sand tons  a  mile.  His  report  came  back  78  pounds.  I  said,  "Try  it 
over  again."  I  think  the  next  time  it  was  81  pounds.  He  made  three 
tests  of  that  kind.  By  that  time  I  was  convinced  that  the  dxna- 
mometer  car  man  knew  what  he  was  talking  about.  I  then  went  in 
person  and  spent  sone  time  with  that  car,  and  I  found  that  it  was 
actually  consuming,  on  the  most  careful  tests  possible,  in  the  neighbor- 
hood of  80  pounds,  as  against  the  average  that  was  checked  up  of 
from  260  pounds  down  to  240  pounds. 

(&)  The  terminal  expense,  particularly  the  loading 
and  unloading  of  ears  containing  shipments  in  the  less 
than  car  load  lots,  presents  perhaps  the  most  burdensome 
of  all  expenses  of  railroading.  Nearly  everywhere  on 
American  railroads  the  methods  of  loading  and  unloading 
pursued  are  substantially  the  same  as  those  used  in  the 
days  of  the  Pharaohs. 

(See  Towne,  above,  p.  75.) 

(c)  The  purchase,  care  and  use  of  materials  and  the 
utilization  of  plant  present  also  wide  fields  for  the  appli- 
cation of  scientific  management. 

{d)  The  avoidance  of  the  terrible  delays  and  irregu- 
larities in  freight  transportation  offer  a  large  field  for  in- 
creasing efficiency  with  incidental  economy. 


19.   How  Railroads  can  Co-operate  to  Reduce  Costs 

Railroad  operation  presents  an  especially  favorable 
opportunity  for  co-operation  through  the  introduction  of 
scientific  management. 
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The  fact  that  the  railroad  business  is  subject  in  its  ac- 
counting to  the  orders  of  this  Commission,  makes  it  pos- 
sible for  the  Commission  to  require  that  each  company 
ascertain  and  report  to  it  the  simple  ultimate  unit  costs  of 
each  operation  in  every  department  of  the  road.  The 
further  fact  that  the  railroad  business  is  largely  non- 
competitive makes  it  proper  to  pubUsh  these  costs,  and  to 
give  to  each  railroad  the  benefit  of  knowing  the  lowest 
elementary  unit  cost  of  each  operation  attained  by  any 
railroad,  and  how  it  was  attained.  The  ascertainment  of 
the  ultimate  unit  cost  is  necessary  before  an  instructive 
basis  of  comparison  can  be  had.  The  knowledge  that  the 
average  annual  cost  per  locomotives  of  repairs,  renewals 
and  depreciation  on  one  railroad  is  $3832.37,  and  on  an- 
other is  $2709.27,  would  be  a  very  unsafe  guide  for  deter- 
mining the  relative  economy  of  operation  on  the  two  rail- 
roads. The  conditions  on  the  two  railroads,  and  standards 
of  renewal  and  depreciation  may  vary  so  that  the  company 
expending  the  greatest  sum  may  actually  have  conducted 
its  locomotive  use  and  repair  more  economically  than  the 
railroad  expending  less.  What  is  needed  as  a  basis  for 
comparison  are  the  ultimate  unit  costs ;  the  cost  of  turning 
a  wheel,  the  cost  of  laying  a  tie  or  rail  under  particular 
conditions,  and  even  that  relatively  simple  operation  must 
again  be  analyzed  and  separated  into  its  ultimate  simple 
elements. 

The  attainment  by  each  railroad,  for  each  operation,  of 
the  lowest  cost  attained  by  any  railroad  for  that  operation, 
would  not,  however,  satisfy  the  demands  of  scientific  man- 
agement. To  attain  only  the  best  that  has  been  done  pre- 
sents rather  the  beginning  than  the  end  of  economies  which 
scientific  management  contemplates.  With  the  ascertain- 
ment of  the  lowest  existing  costs  the  study  must  be  made 
whether  there  are  still  waste  time  and  effort  involved  in 
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the  best  existing  method  of  performing  that  particular 
operation,  and  of  eliminating  such  waste  when  determined. 
And  when  that  shall  have  been  done,  there  will  still  remain 
the  wide  field  of  research  for  a  better  way  of  doing  the 
same  thing. 

The  railroads  have  combined  to  maintain  rates.  There 
can  be  no  proper  objection  to  their  co-operating  in  reduc- 
ing costs  —  co-operating  with  a  view  to  dividing  among 
themselves  the  great  task  set  by  scientific  management ;  the 
task  of  investigating  how  in  each  operation  in  each  particu- 
lar department  greater  efficiency  can  be  attained,  and  how 
costs  can  be  reduced;  and  then  imparting  each  to  each  of 
the  others  the  results  of  such  investigations. 

(a)    TowNE  (Record,  pp.  3000-3002). 

"I  see  an  opportunity  for  the  railroads,  also,  to  avail  themselves 
of  another  thing,  in  which  they  have  the  advantage  over  private 
establishments,  and  that  is  by  the  adoption  and  utilization  of  a  well- 
planned  scheme  of  comparative  statistics.  If  all  of  the  railroads  were 
keeping  their  accounts  upon  a  common  system,  at  least  as  to  the  more 
important  of  their  operations,  and  if  those  accounts  were  made 
interchangeable,  each  railroad  would  have  the  advantage  of  learning, 
from  month  to  month,  what  all  the  other  railroads  were  doing,  and 
of  seeing  how  near  the  head  or  how  near  the  feet  of  the  procession  his 
own  system  was.  There  would  be  a  rivalry,  a  stimulus  to  each  one 
of  them,  to  know  the  direction  in  which  their  management  was  less 
efficient  and  economical  than  in  the  average  or  the  best;  and  to  try 
to  catch  up  with  these  who  were  ahead,  and  to  learn  how  they  had 
reached  these  better  results,  and  to  attain  the  same  end. 

The  railroads  can  afford  to  exchange  information  of  that  kind, 
because  they  are  not  directly  competitive;  whereas  the  private 
establishments  exist  under  conditions  of  such  intense  competition 
that  none  of  them  can  afford  to  open  its  books  and  records  to  its 
neighbor  or  its  competitor  and  show  how  its  economies  have  been 
attained,  and  therefore  put  the  competitor  into  position  to  utilize 
those  without  any  reciprocal  compensation.  As  a  matter  of  fact, 
no  such  interchange  of  information  exists  in  competitive  business. 

The  railroads  could  have  that.  I  believe  that,  by  availing  of  a 
system  of  comparative  statistics  and  interchanging  that  information, 
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the  railroads  would  derive  incalculable  assistance  in  studying  the 
effects  of  that  system,  where  they  exist,  and  in  improving  their 
methods  of  management  throughout. 

(6)    Emerson  (Record,  pp.  3564-3565). 

Mr.  Brandeis.  Is  there  any  way  you  have  to  suggest  to  the 
Commission  as  to  how  the  railroads  collectively,  or  the  railroads 
indirectly,  through  the  Commission,  could  contribute  largely  to  the 
reduction  of  cost  of  operation? 

Mr.  Emerson.  I  think  we  have  a  splendid  example  of  the  kind 
of  work  that  ought  to  be  done  in  the  Department  of  Agriculture  of 
the  United  States.  If  an  attempt  should  be  made  by  every  farmer 
to  put  on  his  own  staff  of  specialists  as  to  the  growth  of  crops,  he 
would  find  it  very  difficult,  he  could  not  do  it;  he  could  not  find  the 
specialists;  he  would  find  the  burden  very  heavy.  The  Department 
of  Agriculture  collects  the  experiences  of  men  all  over  the  United 
States,  and,  for  that  matter,  all  over  the  world,  and  places  those  ex- 
periences at  the  disposition  of  those  farmers  who  want  to  make  use 
of  them.  Not  only  that,  but  they  send  out  men  to  instruct  communi- 
ties and  to  instruct  districts,  to  show  them  how  it  can  be  done.  They 
pick  up  certain  farmers  who  become  models  for  their  own  community, 
and  other  farmers  can  imitate  them. 

The  trouble  in  studying  the  records  of  the  railroads  as  presented  to 
the  Commission  is  that  they  do  not  rest  on  what  we  call  funda- 
mental units.  The  figures  at  the  top  are  accurate,  but  when  you 
go  further  down  you  get  into  a  fog,  and  you  find  you  are  in  absolute 
uncertainty.  It  is  one  of  the  most  difficult  things  in  the  world,  for 
instance,  to  find  out  what  mileage  a  locomotive  has  made.  In  the 
earlier  reports  the  train  mileage,  I  believe,  is  reported.  It  is  not  the 
locomotive  mileage.  On  certain  roads  they  count  the  train  mileage 
as  locomotive  mileage,  or  sometimes  the  accredited  amount  of  one 
hundred  miles  a  day.  Some  railroads  do  not  keep  the  records.  So 
that  what  is  needed  is  that  there  should  be  reliable  records  and  a 
reliable  exchange  of  information  and  opinion  and  instruction  as  to 
these  fundamental  units  that  go  to  build  up  the  cost  of  the  opera- 
tion of  a  railroad. 

Mr.  Brandeis.  And  there  should  be,  should  there  not,  Mr. 
Emerson,  a  publication  of  those  records  under  the  control  and  direc- 
tion of  the  Interstate  Commerce  Commission,  so  that  the  public, 
through  its  authorized  representatives,  might  aid  and  assure  them- 
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selves  of  the  correctness  and  the  use  of  that  information,  with  a 
view  to  the  reduction  of  cost,  an  operation  in  which  the  public  is  so 
largely  interested? 

Mr.  Emerson.   I  believe  that  is  largely  the  practice  of  the  Agri- 
cultural Department,  except  there  it  is  voluntary,  I  believe. 


20.   Eliminating  Graft  as  a  By-Product 

There  is  a  persistent  belief  current  that  graft  prevails 
to  a  large  extent  in  the  administration  of  many  of  our 
railroads.  The  recently  discovered  gross  frauds  on  the 
Illinois  Central  (one  of  the  railroads  supposed  to  be  well 
managed)  is  only  an  example.  The  investigation  made 
by  this  Commission  in  1906  into  the  "  Discrimination  and 
Monopoly  in  Coal  and  Oil,"  reported  to  the  House  of 
Representatives  under  date  of  January  25, 1907,  disclosed 
such  graft  among  officials  of  the  Pennsylvania  Railroad 
Company  (page  26)  imder  the  administration  of  its  great 
President,  Mr.  Cassatt,  and  Ukewise  on  the  Baltimore  and 
Ohio  Railroad  Company  (page  28). 

The  frequent  publication  of  unit  costs  of  all  of  the  rail- 
roads would  be  a  great  deterrent  to  graft.  It  would 
aflFord  a  practical  means  for  disclosing,  particularly  in 
connection  with  the  purchase  of  supplies  and  in  construc- 
tion w^rk,  the  existence  of  excessive  costs  which  are  nearly 
always  an  incident  of  graft.  A  like  publication  of  speci- 
fications and  costs  of  work  done  under  contract  would 
conduce  to  the  same  end.  The  huge  size  of  most  of  our 
railroad  organizations  makes  such  complete  and  intelli- 
gent publicity  an  essential  condition  of  freedom  from 
graft. 

Scientific  management,  including  a  skillful  application 
of  the  bonus  system,  would  aid  in  the  elimination  of  graft 
in  ways  other  than  publicity.  By  giving  to  various  classes 
of  employees  a  financial  interest  in  securing  particular 
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low  costs  as  was  done  by  the  Brighton  Mills,  the  graft 
of  any  employee  would  injure  his  fellows  as  well  as  the 
company;  and  the  self-interest  of  the  other  employees 
would  afford  the  railroad  the  best  protection. 

ScHEEL  (Record,  p.  3373). 

"  Mr.  Brandeis.  What  had  been  the  attitude  of  the  men  in  one 
department  toward  any  lack  of  efficiency  in  the  other  departments? 

Mr.  ScHEEL.  The  critical  spirit  in  one  department  against  the 
performance  in  a  preceding  department  has  grown  quite  gradual 
where  it  affects  the  performance  in  the  succeeding  department.  In 
other  words,  if  the  weave  shed  is  going  to  suffer  because  of  the  poor 
performance  of  the  filling  winders,  friendship  does  not  any  longer 
stand  in  the  way  of  the  management  hearing  of  such  incorrect  work 
on  the  part  of  the  filling  department. 

Mr.  Brandeis.  Then  is  it  or  not  a  matter  of  more  or  less  frequent 
occurrence  that  the  men  themselves  will  come  to  the  management 
and  call  attention  to  obstacles  or  defects  which  prevent  the  free  and 
uninterrupted  flow  of  work  through  the  mills? 

Mr.  Scheel.    I  think  so,  yes,  much  more  so  than  before." 


21.    Railroads  are  not  Scientifically  Managed 

It  is,  no  doubt,  true  that  some  of  the  railroads  are 
competently  managed,  so  far  as  that  can  be  done  under 
the  old  methods.  Other  railroads,  while  not  managed 
competently  as  a  whole,  are  no  doubt  managed  compe- 
tently as  to  particular  departments,  divisions,  or  opera- 
tions. But  so  far  as  appears  in  evidence,  scientific  man- 
agement has  not  been  introduced  into  any  department  of 
any  railroad  operating  within  official  classification  terri- 
tory. None  of  those  persons  who  have  been  most  care- 
fully following  the  subject  of  scientific  management  have 
ever  heard  of  any  such  introduction. 

(Towne:  Record,  p.  3294.) 
(Kent:  Record,  p.  3449.) 
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No  railroad  operating  within  official  classification  ter- 
ritory has  even  made  the  claim  that  it  had  introduced  the 
principles  of  scientific  management.  And  we  submit  that 
in  view  of  the  following  notice  given  by  us  at  the  close 
of  our  evidence  on  the  subject  of  scientific  management, 
it  would  not  be  open  to  any  railroad  to  claim  now  that 
it  had  introduced  scientific  management. 

"  Mr.  Brandeis.  May  it  please  your  Honors,  as  we  understand  the 
situation,  in  view  of  the  evidence  that  we  have  introduced,  we  sup- 
pose the  burden  of  proof  to  remain  upon  the  railroads,  if  this  question 
of  their  need  is  at  all  to  be  considered,  to  show  that  they  have  at- 
tained, by  means  of  scientific  management,  the  possibility  in  econ- 
omies in  operation  which  we  believe  do  not  exist. 

So  far  as  we  are  advised,  there  is  not,  within  official  classification 
territory,  any  railroad  which  has  adopted  methods  of  scientific  man- 
agement in  matters  relating  to  maintenance  of  way,  or  maintenance 
of  equipment,  or  to  the  handling  of  freight,  transportation  or  terminal. 

Perhaps  I  ought  to  say  that  certain  information  was  given  me  in 
confidence  to  the  effect  that  upon  one  railroad,  in  one  small  part  of 
that  railroad,  in  one  department  of  it,  certain  principles  of  scientific 
management  have  been  introduced,  with  the  same  excellent  effects 
in  the  way  of  economy  which  our  witnesses  have  testified  to.  As  that 
information  was  given  in  confidence,  and  as  it  has  only  come  to  me 
very  indirectly,  I  have  not  thought  it  proper  to  call  it  otherwise  to 
the  attention  of  the  Commission. 

But  if  the  claim  is  made  on  behalf  of  any  railroad  in  official  classi- 
fication territory  that  it  has  instituted  principles  of  scientific  manage- 
ment, obtaining,  therefore,  the  economies  possible  to  which  we  have 
called  attention,  then  I  ask,  in  the  first  place,  the  privilege  of  exam- 
ining, in  a  proper  manner  before  an  examiner  (because  I  suppose  this 
Conmiission  would  not  have  the  time  to  permit  me  to  do  it)  —  I  ask 
the  privilege  of  examining  before  an  examiner  of  this  Commission 
the  operating  man  or  men  of  that  railroad  that  makes  such  a  claim. 
And  I  ask,  in  the  second  place,  for  the  privilege  of  having  our  ex- 
perts go  into  the  shops,  if  shops  they  be,  or  otherwise  to  go  where  the 
work  is  done,  and  have  access  to  the  records  of  such  railroads,  with 
the  view  to  determine  whether  or  not,  upon  such  inspection  and 
assay  as  an  expert  only  is  competent  to  make,  that  claim  has  any 
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foundation  in  fact;  in  order  that  we  may,  not  only  through  an  ex- 
amination of  the  operating  men  themselves,  but  also  through  that 
expert  examination  to  be  made  by  our  experts  who  have  examined 
the  premises,  the  methods  and  the  accounts,  report  to  this  Commis- 
sion what  the  facts  are." 


22.   Scientific  Management  does  not  Involve  Large 

Capital  Evcpenditures 

The  economies  introduced  by  railroads  within  the  last 
fifteen  years  —  straightening  curves,  reducing  grades, 
strengthening  road  beds  and  bridges  so  as  to  permit  the 
use  of  large  cars  and  engines,  and  purchasing  these  — 
have  been  attained  only  through  large  expenditures  of 
capital.  The  economies  incident  to  scientific  management 
are  attained,  in  the  main,  without  additional  capital  in- 
vestment. The  introduction  of  scientific  management 
would  involve  new  expenses,  mainly  in  the  employment 
of  new  classes  of  labor;  and  their  employment  would  be 
attended  by  the  elimination  of  others.  Indeed,  the  econo- 
mies incident  to  scientific  management,  instead  of  calling 
for  new  capital,  dispense  to  a  large  extent  with  the  neces- 
sity of  new  capital.  JSIany  of  the  economies  result  from 
a  fuller  use  of  plant  and  equipment,  and  in  the  carrying 
of  smaller  stocks  of  materials.  One  of  the  commonest 
incidents  of  scientific  management  is  the  discovery  that 
a  plant  believed  to  have  been  inadequate  for  the  business 
undertaken  proves  to  be  too  large  or  over-equipped. 

:    (a)    Gantt  (Record,  pp.  3475-3476).  * 

"  Mr.  Gantt.   Is  it  or  not  one  of  the  incidents  that  you  find  in  the 

introduction  of  your  work  that  manufacturers  have  over-equipped? 
Mr.  Gantt.   In  many  cases  the  manufacturers  have  over-equipped 

their  plants  without  knowing  what  capacity  they  can  get  out  of  the 

individual  machines.     They  have  never  studied  the  capacity  of 

individual  machines,  completely  and  fully. 
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Mr.  Brandeis.  And  it  is  one  of  the  important  incidents,  I  under- 
stand, of  your  system  that  the  machine  is  rated  and  the  capacity  of 
the  machine  is  considered,  and  the  cost  of  it,  as  constantly  as  the 
cost  of  labor,  of  the  individual  man? 

Mr.  Gantt.  We  take  the  individual  machine  and  find  out  what 
its  limitations  are,  what  its  capacity  is.  We  frequently  find  a  ma- 
chine which  has  been  built  by  a  very  good  builder  that  has  some 
weak  point  in  it.  By  fixing  that  weak  point,  putting  in  a  steel  gear 
where  we  have  a  cast  iron  gear,  for  instance,  we  can  double  the  out- 
put of  that  machine  or  in  many  instances  increase  it  50  per  cent. 
We  go  on  under  the  full  development  of  this  system  to  keep  on  find- 
ing out  what  the  limitations  of  that  machine  are  until  we  make  per- 
haps a  half  dozen  changes  in  it  and  get  it  up  to  its  highest  capacity. 
The  most  expert  man  in  that  work  is  Mr.  Barth.  He  has  devoted 
himself  especially  to  that.  He  has  made  great  improvement  in  many 
machine  tools.** 

(6)    Gantt  (Record,  pp.  3474^-3475). 

"  Mr.  Gantt.  Yes,  sir.  With  regard  to  that,  I  would  like  to  say 
this:  We  have  spent  a  tremendous  amount  of  money  in  developing 
machinery  and  we  have  spent  very  little  money  in  developing  men. 
If  we  should  spend  one-tenth  the  amount  of  money  we  have  spent 
in  developing  machinery  to  develop  men,  I  firmly  believe  we  would 
double  the  average  efficiency  of  the  whole  country.  That  is  belief. 
Of  course  I  cannot  prove  that.  But  I  am  firmly  of  the  conviction 
that  if  we  should  spend  one-tenth  the  amount  of  money  and  energy 
we  have  spent  in  developing  machinery  in  developing  men,  we  would 
raise  the  whole  standard  tremendously. 

Mr.  Brandeis.  Is  it  a  fact  that  in  none  of  the  business  with  which 
you  have  been  connected,  have  you  found,  however  great  the  expendi- 
ture upon  instruction,  that  in  every  case  however  great  it  was  it 
proved  to  be  profitable? 

Mr.  Gantt.  I  have  found  it  is  the  most  profitable  investment 
that  any  manufacturer  can  make,  to  instruct  and  develop  his  work- 
men. I  might  go  further  and  say  that  a  great  many  manufacturers 
are  beginning  to  realize  that  and  they  are  doing  quite  a  little  in  that 
regard.*' 
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23.    Saving  $1,000,000  a  Day 

The  estimate  that  at  least  $1,000,000  a  day  could  be 
saved  by  the  pursuit  of  methods  of  scientific  management 
was  first  made  by  Mr.  Harrington  Emerson. 

It  is  submitted  that,  with  aggregate  operating  expenses 
by  the  railroads  in  1908  of  $1,669,938,717,  of  which  $1,035,- 
437,528  was  for  labor,  this  estimate  appears  moderate. 

Mr.  Emerson  states  how  he  arrived  at  his  conclusion. 

(o)    Emerson  (Record,  pp.  3543-3551). 

"  Mr.  Brandeis.  You  have  been  quoted,  Mr.  Emerson,  as  stating 
that  in  your  opinion,  by  the  introduction  of  proper  efficiency  system 
or  scientific  management,  the  railroads  of  the  United  States  could 
effect  an  economy  of  perhaps  $300,000,000  a  year,  or  not  less  than 
$1,000,000  a  day. 

Mr.  Emerson.  That  is  correct  —  that  is,  I  have  been  quoted  as 
having  stated  that. 

Mr.  Brandeis.  Is  it  your  opinion  that  that  is  the  fact? 

Mr.  Emerson.  At  least  that. 

Mr.  Brandeis.  And  in  which  of  the  departments  of  the  railroad 
operation  is  it  that  large  economies  can  be  effected,  in  your  opinion? 

Mr.  Emerson.  In  all  the  departments  except  traffic.  The  effi- 
ciency of  the  traffic  by  my  standards  is  very  high;  that  is,  the 
efficiency  of  expense  in  the  traffic  departments. 

Commissioner  Prouty.  Just  what  do  you  mean  by  the  traffic 
departments? 

Mr.  Emerson.  That  is  one  of  the  classifications,  one  of  the  five 

classifications,  is  it  not? 

Conmiissioner  Prouty.  You  mean  the  traffic  department  as 
classified  by  the  Interstate  Commerce  Commission? 

Mr.  Emerson.  Yes. 

Mr.  Brandeis.  Would  you  state  to  the  Commission  on  what  you 
have  based  your  estimate  that  so  large  an  economy  in  operation  is 
possible? 

Mr.  Emerson.  There  were  four  different  ways  of  attacking  the 
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problem.    The  final  conclusion  is  a  composite  from  the  results  ob- 
tained by  the  four  different  methods. 

First,  the  long  experience  I  have  had  in  investigating  intimately 
American  shops  all  over  the  country  had  led  me  to  realize  that  cer- 
tain inefficiencies  existed  in  different  classes  of  labor,  inefficiencies 
due  to  the  absence  of  proper  standard  methods.  These  inefficiencies 
averaged  fairly  well  over  the  whole  country.  They  averaged  fairly 
well  in  all  businesses.  Taking  those  inefficiencies  as  my  judgment 
determined  them  and  applying  them  to  the  bills  for  labor  and  for 
material  in  the  railroads,  I  arrived  at  a  certain  result,  which  aggre- 
gated in  excess  of  $300,000,000.    That  was  one  way  of  getting  at  it. 

Another  way  of  getting  at  it  was  to  take  — 

Commissioner  Prouty  (interposing).  Let  us  see  if  we  under- 
stand that.  Did  you  take  the  amount  of  the  payroll  in  those  depart- 
ments and  say  that  there  was  ten  per  cent  actual  inefficiency  in  this 
labor  and  subtract  ten  per  cent  from  the  amount  of  the  payroll? 

Mr.  Emerson.  No,  I  took  the  report,  for  instance  of  1908  — 

Commissioner  Prouty  (interposing).  I  do  not  mean  that  ten  per 
cent  was  the  figure  you  used,  of  course. 

Mr.  Emerson.  I  understand.  The  total  labor  bill  for  1908  was 
$1,035,000,000.  That  covered  all  of  what  I  classify  as  personal  ser- 
vices as  distinguished  from  materials  and  capital  charges.  Those  are 
the  three  elements  of  expense.  These  are  classified  as  to  different  lines 
of  operation.  I  put  an  efficiency  opposite  each  one  of  these  classes, 
based  on  my  general  knowledge,  that  would  have  applied  to  other 
business  as  well  as  to  the  railroad  business,  and,  as  you  state,  mul- 
tiplied it  and  arrived  in  that  way  at  an  estimate  of  the  inefficiency 

of  labor. 
Commissioner  Prouty.  And  that  was  over  $300,000,000? 
Mr.  Emerson.  Oh,  no,  not  for  the  labor  alone. 
Commissioner  Prouty.  Do  you  remember  how  much  it  was  for 

labor  alone? 
Mr.  Emerson.  In  the  neighborhood  of  $240,000,000,  I  think  it 

was,  for  labor  alone. 

The  next  plan  was  to  take  the  divisions  as  provided  for  by  the 
Interstate  Commerce  Commission,  and  using  such  knowledge  as  I 
had  in  my  experience,  to  check  up  the  different  operations  like  loco- 
motive repairs,  car  repairs,  shop  machinery  and  tools,  and  track 
work,  and  to  take  each  item  of  the  total  bill  for  all  the  raihoads  — 
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,667,000,000,  I  think,  for  that  year  —  and  place  opposite  those 
items  the  inefficiency  subdivided  as  to  material  and  labor,  and  arrive 
at  another  estimate. 

Commissioner  Prouty.  What  do  you  mean  by  "inefficiency  of 
material"? 

Mr.  Emerson.  Engineers  know  very  well  and  have  determined  how 
much  horse-power  you  ought  to  get,  or  how  much  water  you  ought  to 
evaporate  from  a  pound  of  coal.  If  you  are  using  a  great  deal  more 
coal  than  that,  there  is  an  inefficiency.  There  is  an  ideal  result  which 
you  ought  to  get  which  would  be  a  horsepower  from  one-fifth  of  a 
pound  of  coal.  The  highest  attainment  they  ever  get  is  a  horsepower 
from  a  pound.  That  is  a  very  high  ideal.  If  you  find  people  are  using 
either  eight  or  nine  or  ten  pounds  of  coal  per  horsepower,  it  measures 
a  certain  amount  of  inefficiency  compared  to  the  practically  attain- 
able. That  is  an  illustration.  The  fuel  is  the  largest  single  item  of 
expense,  so  a  large  amount  of  this  saving  might  be  from  the  fuel. 
That  is  the  second  way  of  determining  this  waste.  The  third  was  the 
comparative  methods.  All  railroads  are  efficient  in  certain  directions. 
They  are  tremendously  efficient  in  certain  directions.  Each  railroad 
has  some  particular  spot  in  which  it  is  more  fortunate  perhaps  than 
other  railroads.  Taking  the  different  railroads  of  the  country  and 
visiting  them  and  investigating  them,  and  finding  out  that  one  had 
an  efficient  way  as  to  maintenance  of  locomotives,  another  as  to 
maintenance  of  cars,  that  a  third  had  an  efficient  way  as  to  mainte- 
nance of  shop  machinery  and  tools,  and  the  fourth  had  an  efficiency  as 
to  maintenance  of  track;  and  taking  all  these  different  bright  spots 
that  the  railroads  had  evolved  through  the  special  genius  of  the  men 
connected  with  or  interested  in  those  particular  departments,  you 
got  a  third  standard  —  a  standard,  for  instance,  let  us  say,  of  six 
cents  a  mile  as  being  an  adequate  amount  on  the  average  to  maintain 
locomotives,  or  a  standard  of  $35  as  being  an  adequate  standard  to 
maintain  cars. 

Mr.  Brandeis.    Freight  cars? 

Mr.  Emerson.  Freight  cars.  Some  months  ago,  when  I  was  ad- 
dressing the  Railway  Club  in  Pittsburg,  I  stated  this  standard  of 
$35  per  car.  Mr.  Turner  of  the  P.  &  L.  E.  was  the  spokesman 
of  the  opposition.  He  said  they  had  been  long  waiting  to  get  a  chance 
at  me,  and  the  chance  had  now  come;  that  they  were  tired  of  asser- 
tions of  this  kind  being  made,  that  they  were  from  Missoiu*i  and  the 
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time  had  come  for  a  show  down.  He  said:  "Mr.  Emerson  states  $37 
a  car.  I  want  to  know  where  he  gets  his  facts  and  what  right  he  has 
to  get  up  any  standard  of  that  kind."  I  told  them  about  a  number 
of  roads  that  had  attained  that,  and  the  next  day  I  went  around  to 
see  Mr.  Turner.  I  said,  "Turner,  what  does  it  cost  you  to  maintain 
your  freight  cars?  " 

He  said,  "  I  do  not  know.  I  never  figured  it  out  that  way.  I  have 
always  figured  it  by  the  mile  and  not  by  the  freight  car."  I  said, 
"Can  you  find  out  very  easily  what  it  is?"  He  said,  "Yes."  So  in 
the  course  of  half  an  hour  his  chief  clerk  brought  in  the  figures,  show- 
ing their  cost  of  maintenance  per  car  was  $31.01.  (Laughter).  I  very 
much  regretted  that  I  had  not  known  that  fact  at  the  time  they  had 
me  on  the  stand  before  the  Club. 

In  the  same  way  as  to  maintenance  of  locomotives.  I  think  the 
records  of  the  Pittsburg  and  Lake  Erie  are  probably  among  the 
model  records  of  the  United  States.  In  checking  them  up  I  found  Mr. 
Turner  had  accomplished  the  maintenance  of  his  locomotives,  that 
are  heavy  power,  for  somewhere  between  $1200  and  $1500,  one  of 
the  lowest  records  I  know  of  in  the  United  States. 

That  is  the  third  way  of  ascertaining  standards.  That  means 
you  can  apply  haphazard  that  standard  to  any  road.  It  means  it 
gives  you  a  general  average  on  which  you  can  base  a  conclusion. 
That  method  checked  up  with  the  other  two  methods  in  revealing 
losses  aggregating  not  less  than  $300,000,000. 

The  fourth  method  was  in  particular.  In  connection  with  the 
work  of  the  Sante  Fe  we  made  an  investigation  or  scientific  investi- 
gation, of  which  you  have  heard  from  the  other  gentlemen  on  the 
same  system.  I  took  the  costs  as  they  were.  I  finally  found  out  why 
those  costs  were,  what  losses  were  occurring,  and  what  could  be  done 
by  the  management  to  eliminate  those  losses.  We  set  up  as  a  standard 
of  measurement,  because  you  have  to  have  some  unit  or  measure- 
ment, what  has  since  been  called  the  road  unit.  The  road  unit  is  a 
combination  of  the  locomotive  mileage  with  its  weight  on  driver.  If 
you  take  the  locomotive  alone,  it  may  stand  in  the  roundhouse  for  a 
whole  year  and  would  have  no  repairs.  If  you  take  the  mileage 
alone,  it  might  be  a  light  locomotive  running  a  number  of  miles,  and 
that  would  not  be  a  fair  measurement;  but  when  you  combine  the 
mileage  the  locomotive  makes  in  the  course  of  a  year  with  its  weight, 
you  have  a  unit  that  at  least  in  some  respects  is  better  than  the 
unit  of  either  the  single  locomotive  or  the  locomotive  miles. 
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Using  that  unit,  we  found  in  the  fiscal  year  ending  1904  the  cost 
of  locomotives  had  been  $101  per  road  unit  as  an  average  on  the 
whole  system.  By  investigating  the  matter  and  inducing  the  man- 
agement to  put  in  various  scientific  studies,  that  was  reduced  in  the 
next  year  to  $78,  and  in  the  third  year  to  $74.  At  that  time  I  pre- 
sented to  Mr.  Kendrick  an  exhaustive  study  of  locomotive  opera- 
tion, covering  eighteen  hundred  locomotives  and  all  their  records 
for  five  years,  as  to  all  the  different  divisions  and  the  different  causes 
and  the  different  items  of  expense.  It  was  probably  one  of  the 
most  complete  statements  of  locomotive  operation  that  was  ever 
made.  I  did  not  make  it  myself.  It  was  made  for  me  by  one  of 
my  assistants,  and  with  the  assistance  particularly  of  the  statistical 
department.  He  could  not  have  done  anything  if  he  had  not  had 
access  to  the  vast  accumulation  of  statistics  that  had  been  collected 
for  use  by  that  department. 

Mr.  Brandeis.  You  mean  the  statistical  department  of  the 
Santa  Fe? 

Mr.  Emerson.  Yes,  the  statistical  department  of  the  Santa  Fe. 
I  stated  at  that  time,  in  final  report,  that  I  saw  no  reason  why  the 
Santa  Fe  should  not  be  able  to  maintain  its  locomotives  for  fifty 
dollars  per  road  unit.  That  was  thirty-three  per  cent  lower  than 
they  had  attained  at  that  time.     I  am  still  of  that  opinion. 

That  was  the  fourth  method.  The  same  system  was  applied  to 
other  items  of  locomotive  work.  Taking  up  those  four  methods, 
they  all  of  them  gave  me  substantially  the  same  result,  within 
$30,000,000  or  $40,000,000  of  each  other." 

(c)    Emerson  (Record,  pp.  3563-3564). 

"  Mr.  Brandeis.  Then  your  estimate  as  to  the  absence  of  efficiency 
and  of  the  possible  saving  is  based  upon  the  assumption  and  belief 
and  deduction  that  in  the  very  large  part  of  the  service  this  high 
efficiency  attained  in  the  Chicago-New  York  trains  is  absent? 

Mr.  Emerson.  That  is  correct.  I  have  studied  the  comparative 
records  of  the  leading  railroads  of  the  United  States  and  tested  them 
by  the  unit  standard  cost.  I  have  been  in  the  shops  of  a  great  num- 
ber of  different  railroads,  my  assistants  have  been  in  the  shops  of 
nearly  all  of  the  important  railroads  of  the  United  States,  either 
visiting  them  or  working  in  them,  so  I  have  a  very  fair  knowledge  as 
to  the  extent  in  the  past.    At  the  present  moment  I  do  not  know,  but 
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up  to  the  last  year  I  know  what  the  condition  was  in  the  various  rail- 
road shops  of  the  country. 

If  I  find  that  the  unit  cost  of  performance  is  high  on  a  railroad,  I 
conclude  that  one  of  two  things  is  true:  either  that  they  do  not  have 
the  methods  of  scientific  management,  or  that  there  is  an  undue 
number  of  dependent  sequences.  It  is  due  absolutely  to  one  of  those 
two  things." 


24..  The  Cornwission  should  Undertake  an  Independent 
Investigation  into  the  Application  of  Scientific  Man- 
agement to  Railroads, 

We  respectfully  submit  that  in  no  event  ought  the  Com- 
mission to  approve  the  proposed  increase  in  class  rates 
without  making  an  independent  investigation  into  the  pos- 
sibilities of  applying  scientific  management  to  railroads. 
We  believe  that  the  evidence  already  adduced  will  convince 
the  Commission  that  such  application  is  possible,  and  that 
it  would  result  in  the  huge  economy  indicated.  But,  even 
if  the  evidence  does  not  carry  to  the  Commission  that  full 
conviction,  it  certainly  is  sufficient  to  create  a  reasonable 
ground  to  believe  —  particularly  in  the  absence  of  any 
evidence  from  the  railroads  to  the  contrary  —  that  the  in- 
troduction of  scientific  management  in  railroads  is  pos- 
sible, and  that  its  introduction  would  be  attended  by  great 
savings.  If  there  is  reasonable  ground  to  believe  this,  the 
railroads  have  failed  to  sustain  their  burden  of  proof,  that 
they  need  increased  rates. 

TowNE  (Record,  pp.  3303-3305). 

"  In  answer  to  the  latter  part  of  your  question  I  would  say  this: 
That  I  am  not  here  as  an  opponent  of  the  railroads.  I  am  not  here 
to  oppose  the  proposed  increase  of  freight  rates.  I  do  not  know 
whether  the  railroads  should  have  it  or  not.  If  they  are  entitled  to  it, 
they  ought  to  have  it.    But  I  see  this  fact,  as  a  manufacturer;  that 
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whereas,  in  other  industries,  when  we  are  confronted  by  too  close 
an  approximation  of  our  income  to  our  expenditure,  competitive 
conditions  rarely  if  ever  permit  us  to  open  the  interval  to  the  point 
which  will  cover  a  fair  profit  by  putting  our  prices  up.  Our  com- 
petitors will  not  permit  of  our  doing  that.  We  have  to  meet  the  com- 
petition, and  therefore  we  are  compelled  to  look  within  for  the 
remedy,  —  not  to  pass  the  burden  on  to  others,  but  to  face  it  our- 
selves, and  find  some  way  of  relief.  We  have  done  it  —  I  am  not 
speaking  of  my  own  case  only,  but  of  manufacturers  generally  —  we 
have  done  it  again  and  again,  successfully,  on  a  great  scale  in  hun- 
dreds of  thousands  of  cases;  and  it  is  one  of  the  many  illustrations 
of  what  is  conmionly  understood  as  a  blessing  in  disguise. 

Under  the  stress  of  necessity,  we  have  learned  how  to  do  things 
better  and  more  efficiently,  more  economically  than  ever  before,  and 
thereby  have  made  our  plants  and  our  capital  more  productive  than 
they  otherwise  would  have  been. 

Speaking  from  that  experience,  and  from  my  general  knowledge 
of  such  matters,  not  as  an  expert  railroad  man,  I  venture  the  opinion, 
and  with  confidence,  that  if  the  railroads  will  apply  these  modern 
methods  of  intensified  management,  scientifically  planned  and  effi- 
ciently carried  out,  they  will  thereby  affect  economies  that  will  aggre- 
gate many  times  in  money  value  to  them  the  benefit  they  would 
obtain  from  the  proposed  increase  in  the  freight  rates." 

But  aside  from  this  failure  of  the  railroads  to  maintain 
their  burden  of  proof,  we  submit  that  the  Commission 
ought,  before  allowing  any  increase  of  class  rates,  to  fully 
investigate  the  subject  of  scientific  management  on  its  own 
behalf.  Such  a  course  is  in  any  event  desirable  because 
much  valuable  evidence  would  be  available  to  the  Conmiis- 
sion  which  is  not  available  to  us.  This  is  particularly  true 
because  there  are  witnesses  directly  or  indirectly  connected 
with  railroads  particularly  competent  to  testify  on  the 
subject,  whose  appearance  at  our  instance  would  have  been 
treated  as  an  act  of  hostility  to  the  railroads  with  whom 
they  are  affiliated  or  on  whom,  in  large  measure,  they  are 
dependent.  An  investigation  undertaken  by  the  Commis- 
sion would  secure  this  testimony  and  would  also  aflford 
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the  opportunity  of  full  inquiry  into  the  existing  practices 
in  railroad  operation,  and  among  other  things,  into  certain 
experience  in  scientific  management  made  by  one  of  the 
railroads  which  has  not  presented  any  evidence  on  this  sub- 
ject, and  as  to  which  we  were  not  in  a  position  to  make  any 
disclosure  to  the  Commission  without  breach  of  confidence. 
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PART  THIRD 

THE  RAILROADS'  CONTENTION  THAT  THE  PROPOSED  INCREASES 
IN  CLASS  RATES  ARE  JUST  AND  REASONABLE 

The  greater  part  of  the  present  class  rates  have  been 
in  effect  as  pubUshed  rates  since  the  adoption  of  the  official 
classification  in  1887  and  many  of  them  for  thirty  years. 

Until  the  abolition  (between  1901  and  1906)  of  the 
practice  of  rebating  on  the  several  railroads,  these  pub- 
hshed  class  rates  were  in  fact  largely  reduced  by  rebates, 
reducing  the  published  rate  at  times  by  a  discount  of  as 
much  as  50  or  60  per  cent  and  averaging  on  the  staple 
commodities  perhaps  30  per  cent.  Many  articles  covered 
by  class  tariffs  have  been  raised  by  reclassification  smce 
1901;   for  instance,  cotton  goods. 

Lawrence  (Record,  pp.  4799-4780).  ,    .    .  ,  .     x 

"  During  the  past  eleven  years,  taking  it  from  1899,  the  freight  rates 
have  advanced  about  37  per  cent  plus  what  rebates  were  given  I 
am  not  aware  of  what  the  rebates  were,  and  it  is  a  matter  that  has 
not  been  particularly  interesting  to  me;  but  we  all  know  there  was  a 
rebate  in  those  days,  and  that  the  withdrawal  of  the  rebates  was 
practically  at  once.  The  increase  was  37  per  cent,  on  the  published 
rates.  If  the  new  increase,  as  suggested,  goes  into  effect,  it  wiU 
make  73  per  cent  advance  in  the  last  twelve  years. 

Commissioner  Prouty.  To  what  points? 

Mr.  Lawrence.  I  am  taking  as  the  basis  of  this  the  rate  to  Chi- 
cago, and  I  think  that  is  a  fair  criterion. 

In  taking  these  figures,  I  have  used  the  differential  lake  and  rail, 
for  the  reason  that  75  per  cent  of  our  merchandise  goes  west  over 
the  differential  lines  in  this  territory.  ^  oc 

That  leads  me  to  say  that  the  actual  advance  figures  25  per  cent 
over  this  differential  lake  and  rail  route,  where,  as  I  said,  75  per  cent 
of  ovu"  goods  is  used." 
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It  would  probably  be  found  that  the  average  actual 
rates  on  all  the  principal  articles  shipped  under  class  rates 
in  1910  were  at  least  30  per  cent  higher  than  in  1888. 

On  the  other  hand,  the  average  rate  of  freight  per  ton 
per  mile  received  in  the  United  States  has  diminished 
24  per  cent  since  1888. 

On  the  Pennsylvania  Railroad  the  average  freight  rate 
per  ton  per  mile  has  been  as  follows: 

1887:  .0073. 
1909:  .0058. 


1.  The  Railroads  have  Presented  no  Evidence  to  Sustain 
their  Burden  of  Proof  that  the  Proposed  Increased 
Rates  are  Just  and  Reasonable 

Even  before  the  Act  of  June  18,  1910,  amending  the 
Act  to  Regulate  Commerce,  it  was  well  settled  that  the 
voluntary  act  of  the  carriers  in  keeping  a  rate  in  effect  for 
a  long  period  creates  a  presumption  against  them  that  the 
rate  is  reasonable.  As  the  railroads  voluntarily  fixed  the 
rates  on  standard  all-rail  class  traffic  nearly  a  generation 
ago  and  have  since  made  no  changes  in  them  except 
through  changes  in  classification,  the  raikoads  would, 
even  before  the  Act  of  June  18,  1910,  have  had  to  bear 
the  burden  of  estabUshing  that  the  proposed  increase  was 
just  and  reasonable.  But  the  recent  act  has  defined  clearly 
the  burden  resting  upon  the  railroads.  It  has  converted 
a  mere  presumption  of  fact  into  a  rule  of  law. 

• 

(a)    The  only  evidence  introduced  by  the  railroads  to 
sustain  this  burden  of  proof  relates  to  the  railroads'  needs. 

Daly  (Record,  pp.  1035-1037). 

"Mr.  Jai^s.  I  understood  you  to  say  in  your  examination  in 
chief,  in  answer  to  Mr.  Brown,  that  you  had  conferred  about  these 
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matters,  and  you  had  discussed  all  the  details  of  these  matters. 
That  is  right,  is  it  not?    Did  you  say  that  to  Mr.  Brown? 

Mr.  Daly.  Discussed  it  with  whom? 

Mr.  James.  With  anybody? 

Mr.  Daly.  What  matters? 

Mr.  James.  The  matters  of  the  advance  of  these  rates? 

Mr.  Daly.  We  discussed  the  necessity  for  the  advance  of  the 

rates. 
Mr.  James.  Did  you  discuss  also  the  advisability  and  the  wisdom 

of  the  advance? 
Mr.  Daly.  Among  ourselves. 
Mr.  James.  You  did? 
Mr.  Daly.  I  did. 
Mr.  James.  You  discussed  it  with  reference  to  each  class,  did 

you  not? 

Mr.  Daly.  No,  sir;  I  did  not. 

Mr.  James.  Did  you  discuss  it  as  to  each  commodity? 

Mr.  Daly.  I  did  not. 

Mr.  James.  How  can  you  determine  the  wisdom  of  the  advance 
as  to  the  particular  conunodity  or  as  to  the  particular  class  without 
discussing  and  conferring  upon  it? 

Mr.  Daly.  It  was  not  necessary  for  our  purpose.  We  discussed 
the  fact  that  we  needed  the  money. 

Mr.  James.  The  mere  fact  that  you  needed  the  money? 

Mr.  Daly.  Then  the  detail  of  it  was  to  be  discussed  and  disposed 
of  by  the  men  having  that  part  of  the  work  in  charge. 

Mr.  James.  Did  they  do  it,  to  your  knowledge? 

Mr.  Daly.  They  certainly  did;  that  is,  they  discussed  the  classes. 

Mr.  James.  Do  you  know  whether  you  or  any  of  your  subordinates 
took  up  each  article  and  each  class  in  order  to  determine  commer- 
cially as  to  whether  it  would  stand  the  advance? 

Mr.  Daly.  Wedidnot,'' 

(6)  All  other  evidence  consists  substantially  of  the 
affirmation  by  certain  traffic  officials  that  the  proposed 
rates  are  just  and  reasonable ;  an  affirmation  which  adds 
nothing  to  what  is  implied  from  the  mere  filing  of  the 
tariff. 
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Daly  (Record,  pp.  1145-1147). 

**  Mr,  Daly.  The  lake  and  rail  rate  was  so  sufficiently  low,  in  our 
opinion,  that  the  service  justified  that  advance? 
I   Mr,  Brandeis,  Why  do  you  say  it  was  low? 

Mr.  Daly,  Because  it  was. 

Mr.  Brandeis,  On  what  do  you  base  that  statement? 

Mr.  Daly.  The  figures,  a  62  cent  rate,  as  compared  with  the  75. 

Mr.  Brandeis,  Well,  that  mere  statement,  to  say  that  a  thing  is 
low  or  that  it  is  n't  low,  is  nothing  that  carries  conviction,  I  submit. 

Mr.  Daly.  Possibly  not. 

Mr.  Brandeis,  One  must  have  a  reason  why  he  says  it  is  low,  and 
I  want  to  get,  so  far  as  you  are  able  to  furnish  it,  the  reason  why 
you  say  that  that  is  low, 

Mr.  Daly.  In  my  judgment,  Mr,  Brandeis,  the  rate  of  62  cents, 
lake  and  rail,  as  compared  with  the  75  cent  all-rail,  was  too  low. 

Mr.  Brandeis.  For  what? 

Mr.  Daly.  Because  the  difference  in  the  service  does  not  justify 
the  difference  in  rates, 

Mr.  Brandeis,  Now,  will  you  explain  that,  not  by  reiteration, 
but  by  giving  the  reasons,  because  I  do  not  think  we  have  progressed 
any. 

Mr.  Daly.  Well,  I  am  afraid  I  could  n't  give  you  any  more 
definite  reason  than  that,  in  my  judgment,  based  on  experience,  that 
is  true.    Now,  if  that  is  n't  satisfactory  — 

Mr.  Brandeis,  Will  you  tell  us  what  elements  —  I  mean  what 
facts  —  you  say  your  experience.  Now,  I  am  not  going  into  the 
question  as  to  how  long  you  have  had  any  experience,  but  I  want  to 
know  the  facts  on  which  you  rely  for  making  that  distinction  between 
the  increase  in  the  all-rail  and  the  increase  in  the  lake  and  rail. 

Mr.  Daly.  The  best  of  my  judgment,  sir. 

Mr.  Brandeis.  I  know,  —  the  best  of  your  judgment,  Mr.  Daly, 
That  may  satisfy  you,  but  I  think  others  would  want  to  know  on 
what  you  base  your  judgment, 

Mr.  Daly.  I  am  afraid  you  will  have  to  accept  that. 

Mr.  Brandeis.  Now,  there  must  be  some  elements,  aside  from 
the  innate  conviction  in  your  own  mind  that  a  thing  is  low  or  high. 
You  might  as  well  have  told  us  that  your  judgment  is  that  that  rate, 
instead  of  being  77,  ought  to  be  82.  I  mean  assuming  it  was.  You 
would  n't  tell  us,  unless  it  was. 

Mr.  Daly.  If  I  had,  it  would  be  based  exactly  on  the  same  reasons. 
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Mr.  Brandeis.  Yes,  but,  if  you  have  a  judgment  on  which  the 
Commission,  or  at  least  others  who  are  endeavoring  to  learn  from 
you,  are  expected  to  rely,  I  think  they  might  reasonably  ask  that  the 
basis  of  your  judgment,  if  you  are  able  to  express  it  in  words,  should 

be  stated. 

Mr.  Daly.  The  basis  of  my  judgment  is  exactly  the  same  as  the 
basis  of  a  man  who  knows  how  to  play  a  good  game  of  golf.  It  comes 
from  practice,  contact  and  experience  with  the  particular  subject  at 

issue. 

Mr.  Brandeis.  I  don't  care  to  spend  time,  but  I  want  to  know, 
Mr.  Daly,  just  as  clearly  as  you  can  state  it,  whether  you  can  give  a 
single  reason,  based  on  anything  more  than  your  arbitrary  judgment 
as  you  have  expressed  it? 

Mr.  Daly.  None  whatever. 

Mr.  Brandeis.  None  whatever? 

Mr.  Daly.  None  whatever." 

(c)  The  new  tariffs  appear  to  have  been  agreed  upon 
by  the  Railroads  without  any  consideration  of  the  cost 
of  the  sei-vice  or  whether  or  not  existing  rates  were 
compensatory. 

Daly  (Record,  pp.  1156-1159). 

"  Mr.  Brandeis.  But  I  ask  you,  as  one  high  in  the  councils  and 
duties  of  the  New  York  Central  lines,  whether  it  is  not  essential,  in 
determining  what  is  a  proper  rate  and  a  proper  relation,  or  at  least 
one  of  the  elements  of  fixing  a  proper  rate  between  distant  points, 
that  there  should  be  devolved  at  least  in  the  mind  of  the  rate  maker 
some  definite  relation  and  some  definite  idea  of  the  cost  and  of  what 
figure  will  be  compensatory  in  such  a  service  as  the  terminal  service. 

Mr.  Daly.  We  take  into  consideration  the  operating  expenses 
and  the  revenue  that  we  derive  from  the  traffic, 

Mr.  Brandeis.  I  had  no  doubt  you  do,  but  what  I  want  to  do, 
thinking  that  I  may  perhaps  in  some  way  be  able  to  aid  the  Com- 
mission in  the  very  arduous  labors  which  they  have,  is  to  ascertain 
by  inquiry  from  you  what  the  elements  are  which  justify  you  in 
making  a  definite  statement.  Now  I  do  not  want  to  appear  to  be 
unduly  persistent  — 
Mr.  Daly.  I  am  perfectly  willing;  I  am  glad  to  have  you. 
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Mr.  Brandeis.  But  I  want  you  to  realize  the  position  which  I 
think  the  Commission  must  be  in,  and  it  is  this.  Up  to  the  present 
law,  up  to  this  present  time,  the  railroads,  in  the  exercise  of  their 
judgment  and  without  giving  account  to  any  tribunal  or  person,  have 
undertaken  to  fix,  from  time  to  time,  say,  increases  in  rates.  Now 
I  understand  that  the  old  situation  in  that  respect  has  been  changed 
by  the  new  law;  that  now  the  railroads  must  go  before  the  Interstate 
Commerce  Commission  not  with  a  statement  "we  think  this  rate  is 
reasonable  and  should  be  raised,"  because  the  filing  of  the  tariff  is 
the  wholesale  declaration  of  that  fact,  and  nothing  is  added  to  it  by 
the  statement  of  the  high  officer  of  the  railroad  on  the  stand,  or  off, 
that  "we  think  that  is  the  proper  rate,"  the  filing  of  the  tariff  is  m 
effect  a  declaration  of  that  very  thing,  because  we  assume  that  the 
railroads  are  candid  and  frank  and  honest  in  that  statement  that 
they  think  it  is  proper;  but  I  submit  when  the  Commission  under- 
takes to  consider  that  proposed  increase  it  has  absolutely  nothing 
before  it  and  unless  some  reason  — I  mean  reason  m  fact,  some 
definite  thing,  some  definite  facts  are  called  to  the  attention  of  the 
Commission,  they  are  absolutely  without  evidence  on  which  to  find 
that  any  given  rate  increase  is  reasonable. 

Mr.  Daly.  Mr.  Brandeis,  with  the  greatest  respect,  I  want  to  say 
that  in  my  judgment  the  common  sense  of  the  members  of  the  Inter- 
state Commerce  Commission  is  all  that  is  necessary  to  satisfy  them 
that  there  is  a  very  material  increased  cost  in  the  handling  of  1.  c.  1. 
freight  as  compared  with  carload  freight. 
Mr.  Brandeis.  Now  that  is  not  the  question  that  I  am  asking 

you. 

Mr.  Daly.  Certainly  not. 

Mr.  Brandeis.  I  assume,  and  I  assume  you  have  made  very  great 
differences  in  your  tariff  between  1.  c.  1.  freight  and  carload  freight. 
That  we  assume,  but  the  question  that  I  want  to  get  at,  and  I  want 
to  tell  you  my  difficulties  so  you  may  remove  them  so  far  as  it  is  in 
your  power  to  do  so,  my  difficulty  is  in  learning  the  reasons. 

Mr.  Daly.  I  might  make  it  clear,  to  save  time,  if  I  would  say  to 
you  very  frankly  we  have  never  undertaken  to  segregate  those  costs. 

Mr.  Brandeis.  You  have  not? 

Mr.  Daly.  That  is  clear,  I  guess. 

Mr.  Brandeis.  You  have  never  undertaken  to  segregate  the  costs 
of  the  terminal  and  of  the  other  service?  " 


< 


:^: 


! 


106 

(d)  The  new  tariff  appears  to  have  been  agreed  upon 
without  any  consideration  of  their  effect  upon  the  indus- 
tries to  which  they  apphed. 

Daly  (Record,  pp.  1174-1177). 

"  Mr.  Daly.  You  know  Rome  was  n't  built  in  a  day. 

Mr.  Brandeis.   But  I  think,  Mr.  Daly,  you  are  undertaking  to 
boost  all  these  rates  in  a  day. 

Mr.  Daly.  No. 

Mr.  Brandeis.   And  that  is  just  what  we  object  to. 

Mr.  Daly.   No;  it  has  taken  us  a  good  many  days. 

Mr.  Brandeis.  What  we  say  is  that  these  rates  —  and  I  want  you 
to  understand  our  position  and  see  that  it  is  not  unreasonable  — 
what  we  say  is  that  for  a  lifetime,  that  is,  a  generation  of  business 
men,  these  rates  have  prevailed,  and  to  these  rates  business  has 
accommodated  itself,  and  that  no  increase  should  be  made  in  any  of 
those  rates  without  an  adequate  consideration  of  the  effect  of  that 
increase;  that  for  a  business  man,  that  for  a  manufacturer  of  shoes 
or  a  manufacturer  of  cotton  goods,  or  the  manufacturer  of  woolen 
goods,  any  of  these  questions,  it  is  just  as  important  that  his  rate 
should  not  be  unduly  raised,  as  if  he  did  not  have  a  thousand  or 
Two  thousand  associates  in  the  same  position. 

Mr.  Daly.   We  contend  that  it  has  not  been  unduly  raised. 

Mr.  Brandeis.  What  we  say  is,  where  can  you  show  that  you 
have  exercised,  in  regard  to  each  individual  rate,  I  mean,  each  indi- 
vidual article  — 

Mr.  Daly.  We  have  not  professed  to. 

Mr.  Brandeis.  That  same  judgment,  conference,  that  you  exer- 
cised when  you  dealt  with  the  makers  of  steel  or  the  makers  of  cement. 

Mr.  Daly.  Impossible,  Mr.  Brandeis.  There  are  hundreds  of 
articles  in  each  class. 

Mr.  Brandeis.  It  has  not  been  impossible,  Mr.  Daly,  during  the 
last  thirty  years. 

Mr.  Daly.  Yes,  it  has;  it  has  been  impossible.  Just  simply  the 
classes  as  established  there  have  been  a  block  proposition. 

Mr.  Brandeis.  If  it  is  impossible  —  • 

Mr.  Daly.   Now,  it  is  a  period  that  has  gone  by. 

Mr.  Brandeis.  If  it  has  been  impossible  to  consider  the  effect 
upon  existing  industries,  would  it  not  be  more  reasonable  to  leave 
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unchanged  the  burden  on  those  industries  and  deal  with  those  other 
articles  of  commerce  as  to  which  it  is  possible  to  make  an  investi- 
gation, and  in  connection  with  which  you  can  exercise  a  trained  and 
experienced  judgment? 

Mr.  Daly.  Well,  from  the  best  of  our  knowledge  and  belief, 
based  on,  as  I  repeat  again,  great  experience,  and  others  who  have 
had  a  great  deal  more  than  myself,  we  do  not  feel  that  the  rate 
which  it  is  proposed  to  inaugurate  in  the  classes  is  unduly  high,  or 
that  it  will  have  any  serious  effect  on  any  of  the  manufacturers. 

Mr.  Brandeis.    Well,  now,  Mr.  Daly,  we  have  absolute  respect 
for  the  integrity  of  your  feelings. 
Mr.  Daly.    Sure. 

Mr.  Brandeis.  But  what  we  need  is  not  feelings,  but  thoughts 
in  dealing  with  the  affairs  of  business,  and  when  the  shippers  of  the 
seaboard  come  here  and  protest  against  a  raise  of  rates,  which,  so 
far  as  their  individual  case  is  concerned,  have  not  been  considered 
in  conference,  at  least,  with  them,  they  say  that  the  act  is  an  arbi- 
trary act,  however  well  intentioned  it  may  have  been. 
Mr.  Daly.  But,  Mr.  — 

Mr.  Brandeis.   Now,  that  is  the  position,  and  I  want  to  have 
you  understand  it  and  answer  it. 
Mr.  Daly.  Yes;  I  will. 
Mr.  Brandeis.   If  you  are  able  to  do  so. 

Mr.  Daly.  Yes,  sir.     Now,  I  have  stated  to  you  that  our  action 
was  based  on  our  judgment. 
^Ir.  Brandeis.  Yes. 

Mr.  Daly.  We  have  stated  why  and  what  we  did.  Now,  you 
say  that  this  will  have  a  terrible  effect  on  the  business  of  your  clients. 
We  have  n't  anything  from  you  or  from  your  clients,  except  your 
statement,  which  is  not  in  our  judgment  worth  any  more  than  mine, 
and  in  this  particular  instance  I  don't  think  it  is  worth  as  much. 

Mr.  Brandeis.  I  am  not  undertaking,  Mr.  Daly,  to  set  up  my 
statement.  Fortunately,  counsel  have  only  to  present  the  evidence 
of  others." 

(e)  The  Railroads  have,  in  agreeing  upon  the  new 
tariffs  and  in  presenting  their  case  before  the  Commission, 
ignored  the  fact  that  the  burden  rests  upon  them  to  show 
that  the  increased  rate  is  just  and  reasonable. 
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Daly  (Record,  pp.  1178-1179). 

"  Mr.  Daly.  Present  your  evidence.  If  you  show  we  have  ruined 
your  business,  then  we  will  admit  that  our  judgment  is  wrong. 

Mr.  Brandeis.  What  I  want,  of  course,  is  an  understanding  on 
this  question.    You  understand,  of  course,  that  under  this  new  law 

the  burden  — 

Mr.  Daly.   I  understand  it  thoroughly. 

Mr.  Brandeis.  Rests  upon  you. 

Mr.  Daly.  Yes,  sir. 

Mr.  Brandeis.  To  show  that  the  change  you  purpose  making 
is  reasonable. 

Mr.  Daly.  Yes,  sir. 

Mr.  Brandeis.  And  you  have  yourself  stated  that  one  of  the 
elements  of  reasonableness  is  its  effect  upon  the  trade  with  which  it 
deals,  or,  to  express  it  as  Mr.  Thayer  did,  whether  the  raise  will  im- 
pair the  free  flow  of  that  commodity  in  transportation. 

Mr.  Daly.  Well,  in  order  for  you  to  disprove  my  statement  you 
must  show  to  the  Commission  that  what  we  have  done  has  injured 
your  industry. 

Mr.  Brandeis.  I  submit  that  there  is  no  such  obligation  resting 
upon  me  or  upon  my  clients,  because  you  have  not  shown  anything 
except  an  arbitrary  statement  in  wholesale  — 

Mr.  Daly.   I  am  perfectly  willing  to  leave  that  — 

Mr.  Brandeis.  Of  some  10,000,  perhaps  100,000  of  articles  — 

Mr.  Daly.  Perfectly  willing  to  leave  that  in  the  hands  of  the 
Commission,  with  what  we  have  furnished. 

Mr.  BiL\NDEis.  Then  you  do  not  purpose,  as  representing  the 
New  York  Central  Lines,  to  introduce  any  evidence  whatsoever  as 
to  the  effect  of  these  rates  upon  any  of  the  articles  of  commerce  in- 
cluded within  them? 

Mr.  Daly.  I  will  have  to  refer  you  to  my  counsel  as  to  what  evi- 
dence they  are  going  to  introduce." 

(/)    That  the  new  tariffs  are  in  some  respects  not  just 
and  reasonable  is  admitted. 

Daly  (Record,  p.  1039). 

"I  am  not  here  professing  to  state  that  this  proposed  schedule  of 
rates  which  we  desire  effective  with  the  approval  of  the  Commission 
is  perfect.    No  schedule  of  rates  ever  produced,  filed,  or  in  operation, 
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was  ever  100  per  cent  perfect.  That  is  shown  from  the  fact  that  they . 
are  continually  being  adjusted  up  and  down  and  in  and  out  to  meet 
the  commercial  conditions  which  they  affect.  Now,  we  do  not  pro- 
fess that  this  scale  is  perfect;  but  we  contend  that  we  will  make  it 
perfect  just  as  rapidly  as  it  is  possible  to  be  made  perfect  as  soon  as 
there  are  any  inequalities  or  inconsistencies  brought  to  our  attention." 


2.  No  Increase  of  any  Class  Rate  can  properly  be  Made 
without  Giving  the  Shippers  an  Opportunity  to  be 
Heard 

It  seems  obvious  that  no  increase  in  rate  should  ever  be 
made  without  giving  the  representatives  of  the  shippers 
an  opportunity  to  advise  as  to  effect  of  the  proposed 
change.  This  is  demanded  alike  by  fairness  and  by  pru- 
dence. A  change  in  rates  may  not  only  destroy  the  busi- 
ness of  the  shippers ;  it  may  also  cut  off  important  revenue 
of  the  carrier.  And  the  officials  of  the  railroads  neces- 
sarily lack  that  special  knowledge  of  all  businesses 
which  is  essential  to  a  proper  determination  of  the  jus- 
tice and  wisdom  of  proposed  changes. 

(a)   Ives  (Record,  pp.  4472). 

"  Mr.  Brandeis.  What  should  be  the  method  of  procedure  on  the 
part  of  the  railroads  with  respect  to  the  shipping  community,  before 
any  increase  was  made? 

Mr.  Ives.  If  I  am  the  judge,  I  should  say  they  should  take  these 
matters  up  and  confer  with  the  shippers  themselves  or  theu-  repre- 
sentatives." 

(6)    Lawrence  (Record,  pp.  4785-4786). 

"  Mr.  Brandeis.  You  stated  that  you  thought  the  question  of  a 
change  in  rate  ought  to  be  the  subject  of  discussion  and  considera- 
tion between  the  two  parties  interested  or  immediately  interested, 
the  railroad  and  the  manufacturer?  Has  there  been  such  considera- 
tion between  you  and  the  railroads,  or  between  your  trade  and  the 
railroads,  before  this  rate  was  decided  upon? 
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.  Mr.  Lawrence.  That  is  a  point  I  meant  to  bring  out.  About  a 
year  ago  this  matter  was  suggested  by  the  New  Haven  Raih-oad,  and 
one  of  the  oflScials  came  to  see  me  and  said,  "We  want  to  get  more 
money.  Can't  we  get  more  from  your  merchandise  moving  to  New 
York?"  I  explained  the  situation  and  how  it  would  affect  us,  and  he 
said,  "I  see  perfectly  we  cannot  get  more  money  from  you,  although 
we  have  lowered  your  rates  on  these  matters  in  the  last  three  years." 
They  then  proceeded  to  procure  it  in  other  ways.  They  put  some  of 
it  on  passengers  that  had  been  getting  extremely  low  rates. 

Mr.  Brandeis.  Was  there  any  such  consideration  in  respect  to 
these  tariffs  as  they  now  affect  the  situation? 

Mr.  Lawrence.  No.  The  first  time  I  knew  of  it  was  my  going 
down  and  asking  them  to  talk  it  over,  and  the  result  was,  "Come  to 
the  Interstate  Commerce  Commission  and  tell  them  what  you  have 
to  say." 

Mr.  Brandeis.  Then  this  interview  which  you  had  with  them, 
when  you  asked  them  to  talk  it  over,  was  after  the  rates  had  been 
settled  upon? 

This  has  been  the  established  practice  of  the  Official 
Classification  Committee.  It  has  been  also  the  general 
practice  of  railroads  with  reference  to  increases  in  com- 
modity rates. 

Ives  (Record,  pp.  4454,  4455). 

Mr.  Brandeis.  In  those  changes  which  were  made  in  Official 
Classification  territory,  what  was  done  with  respect  to  consultation 
with  the  shippers  and  advising  with  the  shippers  and  giving  them  an 
opportunity  to  be  heard  before  a  change  was  made? 

Mr.  Ives.  The  practice  was  to  advise  them  by  a  printed  docket 
of  any  proposed  change.  These  changes  might  be  proposed  by  a 
shipper  or  by  a  carrier  or  by  an  individual  or  group  of  individuals,  or 
by  a  community.  They  were  always  listed,  and  periodically  those 
lists  were  published  and  sent  out  throughout  the  territory.  They 
were  given  as  broad  a  distribution  as  was  practicable.  A  small 
charge  was  made  for  them,  so  that  only  those  who  were  anxious 
enough  to  get  them  to  pay  a  small  amount  for  them  would  get  them. 

Mr.  Fisher.  How  long  a  period  was  allowed,  ordinarily,  between 
the  notification  of  the  intention  to  consider  a  change  in  the  classifi- 
cation and  the  time  when  it  was  actually  acted  upon? 
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Mr.  Ives.  We  published  the  classification  twice  a  year  and  we 
published  the  dockets,  as  I  recall  it  now  —  and  these  gentlemen  here 
can  correct  me  if  I  am  wrong  —  I  think  just  two  and  a  half  months 
before  the  proposed  date  of  the  classification,  and  we  had  the  meet- 
ing between  those  two  dates. 

Mr.  Brandeis.  There  was,  at  all  events,  an  appreciable  and  ap- 
parently an  ample  period  for  the  consideration  of  the  effect  of  the 
change  in  the  classification  proposed? 

Mr.  IvES.  Yes;  a  maximum  amount  of  time  was  given,  consistent 
with  not  causing  too  great  a  delay  in  putting  it  into  effect." 


8.  The  Pending  Increases  in  Class  Rates  were  Fixed  by 
the  Railroads  without  Giving  to  Ship'pers  an  Oppor- 
tunity to  be  Heard 

Neither  the  manufacturers,  the  merchants,  nor  the  con- 
sumers of  the  Atlantic  Seaboard,  who  were  so  vitally 
affected  by  the  proposed  increase  of  class  rates,  were 
given  an  opportunity  to  be  heard  on  the  proposed  radical 
changes,  although  most  of  the  existing  class  rates  had 
been  in  force  nearly  a  generation. 

(a)    Ives  (Record,  pp.  4472^473). 

"Mr.  Brandeis.  What,  if  any,  consultation  and  discussion  was 
there  between  the  railroads  and  the  shippers*  organizations  before 
this  tariff  was  settled,  the  one  that  is  now  proposed  and  under  con- 
sideration? 

Mr.  Ives.  As  far  as  I  know  in  our  territory  no  effort  was  made 
to  obtain  the  views  of  any  of  the  shippers  prior  to  the  time  when  the 
rates  and  the  adjustments  were  finally  and  positively  agreed  on  by 
the  railroads." 

(6)    Infant  Foods  and  Drugs.    Benkhart  (Record,  p.  4825). 

"  Mr.  Brandeis.  Were  you  consulted  by  the  railroad  companies, 
or  any  of  them,  as  to  the  effect  which  these  proposed  increases  would 
have  upon  your  business?  "  . 

Mr.  Benkhart.  No. 


I 
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(c)    Confectionery.    Mr.  Fobes  (Record,  p.  4843) 

Mr.  Brandeis.  Were  you  consulted  by  the  railroads  as  to  the 
effect  which  this  proposed  increase  would  have  on  your  business? 

Mr.  Fobes.  No,  sir. 

Mr.  Brandeis.  Do  you  know  whether  any  other  confectionery 
manufacturers  or  chocolate  manufacturers  were  consulted? 

Mr.  Fobes.   I  have  not  heard  of  any. 


(d)   Brass.    Miller  (Record,  p.  1731). 

"  Mr.  Brandeis.  Were  you  consulted  by  the  railroads  as  to  the 
effect  that  this  proposed  increase  would  have  upon  your  business? 

Mr.  Miller.  No,  sir. 

Mr.  Brandeis.  Do  you  know  whether  any  of  the  other  manu- 
facturers in  your  line,  similarly  situated,  were  consulted  by  the  rail- 
roads before  they  asked  for  this  advance? 

Mr.  Miller.  No,  sir;  not  to  my  knowledge. 

Mr.  Brandeis.  As  to  the  effect  this  would  have  on  their  business? 

Mr.  Miller.  Not  to  my  knowledge." 


4.  T/te  Injiistice  and  Inequality  in  the  Eooisting  Classifi- 
cations  are  such  that  no  Horizontal  Rise  in  Rates  could 
be  Made  without  Great  Hardship  to  the  Shippers  in 
Communities  Affected 

The  facts  in  this  respect  have  been  clearly  set  forth  by 
Mr.  D.  O.  Ives,  formerly  Chairman  of  the  Official  Classi- 
fication Committee. 


(a)    Ives  (Record,  p.  4452). 

"  While  I  was  traffic  manager  of  the  Wabash,  in  common  with  other 
Western  railway  men  and  men  in  the  railroad  business  west  of  Buffalo 
and  Pittsburg,  I  was  anxious  to  increase  the  class  rates  from  sea- 
board territory  to  our  territory  in  Illinois  and  the  West,  because  I 
wanted  to  make  the  spread  larger  between  the  rates  from  New  York, 
Boston,  Philadelphia,  and  Baltimore,  and  the  rates  from  Buffalo, 
Detroit,  Toledo,  and  our  own  shipping  points  as  great  as  I  could,  in 
our  own  selfish  interest.  When  I  came  to  the  Classification  Com- 
mittee I  was  called  upon  to  look  at  the  matter  more  judicially  and 
more  carefully.    I  changed  nty  view  entirely,  and  made  up  my 
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mind  that  until  the  classification  could  be  completely  revised,  it 
would  not  be  fair,  just,  or  feasible,  to  make  any  general  advance 
in  class  rates  throughout  the  territory." 

(6)    Ives  (Record,  p.  4465). 

"  Now  I  maintain  therefore  that  with  such  glaring  inconsistencies 
—  and  that  is  only  one  of  hundreds  that  I  could  show  —  it  is  not  fair 
or  defensible  to  make  a  blanket  increase  in  the  class  rates,  nor  is  it 
in  accordance  with  the  law  as  I  understand  it,  which  specifically 
states  that  each  rate  to  which  objection  is  made  must  be  proved  to 
be,  by  the  carriers,  just  and  reasonable." 

(c)    Lawrence  (Record,  pp.  4782^783). 

"  I  believe  that  a  re-classification,  especially  in  our  line  of  business, 
is  most  necessary.    It  is  inconceivable  to  me  that  in  the  last  fifteen- 
odd  years,  with  all  the  changes  that  have  come  about  through  this 
country,  and   changes  affecting  our  business  arid  other  businesses, 
the  using  of  rebates  as  a  method  of  adjustment  —  they  have  now 
been  withdrawn  —  that  a  classification  and  rearrangement  could 
not  be  made  with  profit.    There  are  certain  goods  that  have  a 
monopoly  of  location  to-day.     It  makes  every  difference  as  to  the 
rate  that  those  merchants  can  carry.     I  believe  other  grades  of 
goods  compete  with  theirs  in  the  country,  and  they  should  profit- 
ably carry  lower  rates.     It  should  require,  in  my  opinion,  a  thorough 
reorganization  of  the  whole  fabric  of  classification,  and  I  believe  it 
can  be  done  by  sitting  down  and  working  it  out,  if  you  have  got  to 

do  it.  • 

I  believe  that  the  railroads  and  the  public  have  exactly  the  same 
common  interests.  The  railroads  want  to  keep  the  tonnage  moving, 
and  the  shippers  want  to  keep  the  tonnage  moving  also." 

The  injustice  and  inequality  resulting  from  the  present 
official  classification  are  greatly  increased  in  that  part  of 
the  territory  (for  instance,  Illinois)  in  which  the  Western 
classification  overlaps  the  official  classification. 

Ives  (Record,  pp.  4455-4465). 

"Mr.  Brandeis.  Were  there  any  other  matters  you  considered 
in  connection  with  the  proposed  increases?  I  refer  specifically  to 
the  different  raises  m  the  different  classifications? 

8 
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Mr.  Ives.  There  are,  throughout  the  United  States,  three  gen- 
eral classifications  called  "Official,"  "Western,"  and  "Southern.'* 
These  are  not  only  each  imperfect  in  itself,  but  each  differs  from 
each  of  the  others  in  such  a  way  as  to  make  it  almost  hopeless  to 
make  comparisons. 

Mr.  Brandeis.  What  is  the  reason  why  comparison  should  be 
made  between  them? 

Mr.  Ives.  Because  the  territories  overlap,  so  that  shippers  from 
New  York  and  Philadelphia  on  the  one  hand,  and  Chicago  and  St. 
Louis  on  the  other,  in  competing  with  one  another  in  Illinois,  use 
two  different  classifications. 

Mr.  Brandeis.  Does  that  apply  only  to  Eastern  communities 
and  seaboard  communities,  or  would  it  apply  equally  to  any  other? 

Mr.  Ives.  It  would  apply  to  any  shipper  in  Official  Classification 
Territory  doing  business  in  Illinois  or  Wisconsin  or  along  the  Missis- 
sippi River  or  in  St.  Louis  or  beyond,  effected  by  rates  to  the  Missis- 
sippi River. 

Mr.  Brandeis.  How  great  is  the  divergence  or  difference  between 
these  different  classifications  covering  the  same  territory? 

Mr.  Ives.  It  is  so  great  that  it  was  generally  admitted  by  the 
railroads  that  it  required  some  unification,  and  over  two  years  ago 
we  appointed  a  so-called  uniform  classification  committee.  There 
was  first  a  preliminary  committee  constituted  to  consider  the  feasi- 
bility of  a  uniform  classification.  I  was  a  member  of  that  committee, 
and  we  reported  that  we  thought  a  permanent  committee  should  be 
appointed  to  work  upon  this  proposition  and  make  rules  and  descrip- 
tions exactly  uniform.  That  committee  has  been  working  for  two 
years  upon  that  proposition  and  I  have  been  advised  and  under- 
stand that  it  is  undoubtedly  true  that  they  have  no  permission  to 
work  upon  the  proposition,  of  unifying  and  numbering  the  classes, 
and  until  they  have  done  that  I  consider  that  their  work  is  merely 
expert  and  useful  only  as  expert  work.  If  the  various  classifications 
had  been  taken  hold  of  by  them,  there  would  be  absolutely  no  use  in 
making  a  uniform  classification  unless  they  got  permission  to  unify 
the  numbering. 

Now,  in  the  Official  Classification  there  are  eight  classes,  six  num- 
bered and  two  intermediate  classes,  based  on  percentage  with  the 
class  above  them.  In  the  Western  Classification  there  are  five, 
numbered  one,  two,  three,  four,  five  and  A,  B,  C,  D,  and  E.  In  the 
Southern  Classification  there  are  one,  two,  three,  four,  five,  and  the 
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sixth  class,  and  then  lettered  classes  based  on  an  entirely  different 
method  of  classification  from  that  in  the  Western  and  Official.  Those 
I  will  not  go  into. 

Mr.  Brandeis.  WTiat  would  be  the  practical  effect  in  dealing 
with  any  particular  article  of  commerce,  as  to  the  effect  of  these 
varying  classifications,  say  in  the  Illinois  territory? 

Mr.  Ives.  In  any  particular  commodity  or  ih  any  particular 
article  of  commerce,  you  could  investigate  that  particular  article  of 
commerce  and  find  out  exactly  what  the  rate  was  from  the  Seaboard 
territory  into  this  common  neutral  fighting  ground  of  Illinois. 

Mr.  Brandeis.  When  you  have  found  it  out,  would  it  be  very 
different;  would  there  be  any  great  difference  when  you  had  de- 
ciphered it? 

Mr.  Ives.  In  a  large  number  of  cases  it  might!  I  made  a  small, 
a  hasty  comparison  yesterday  of  some  articles  that  I  think  are  rather 
striking,  giving  the  differences  between  the  Western  Classification 
and  the  Official  Classification,  on  certain  articles.  .  .  . 

Then  I  found  that  coffee,  both  green  and  roasted,  in  less-than- 
carload  quantities;  sugar,  canned  fruits  and  vegetables  in  less-than- 
carload,  which  take  lower  ratings  in  Western  than  in  Official  Classifica- 
tion, are  all  very  important  and  very  largely  shipped.  On  vehicles  the 
methods  of  making  the  classification  were  so  different  that  it  is  im- 
possible to  make  an  intelligent  comparison  except  by  an  expert.  I 
recall  that  while  we  were  on  this  classification  committee,  our  com- 
mittee of  which  I  was  a  member,  made  a  comparison  between 
vehicles.  After  it  was  made,  it  practically  was  no  comparison  that 
could  be  used  —  the  descriptions  were  so  utterly  different  that  when 
you  put  them  beside  one  another,  and  then  the  ratings  of  different 
letters  and  figures  together,  they  could  not  be  compared  and  you  had 
nothing  but  the  two  statements  that  could  not  be  intelligently  com- 
pared or  from  which  any  deductions  could  be  made. 

The  same  condition  applies  as  to  furniture. 

We  had  a  similar  comparison  made  of  furniture,  and  I  found 
yesterday  in  looking  over  this  that  "chairs,  not  otherwise  specified, 
set  up,  second  class,  minimum  of  10,000,"  was  the  way  it  appeared 
in  Official  Classification.  I  think  even  that  is  one  of  the  reductions. 
That  is  my  recollection,  although  I  am  not  sure.  I  may  be 
mistaken. 
In  Western  Classification  chairs  are  fourth  class  with  a  minimum 
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of  12,000  pounds.  There  is  also  in  the  Western  Classification  a 
provision  for  certain  kinds  of  furniture,  which,  while  it  may  take  a 
minute  or  two  to  read,  I  think  I  will  read,  because  we  had  a  great  deal 
of  trouble  with  it  when  I  was  chairman  of  the  Official  Classification 
Committee;  and  I  think  it  illustrates  as  well  as  anything  could  the 
absolute  absurdity  and  impossibility  of  trying  to  make  any  compar- 
ison of  class  rates  in  themselves  without  picking  out  each  individual 
item  and  making  the  comparison  between  that  item  from  the  Official 
Classification  territory  into  this  neutral  zone,  and  from  the  Western 
Classification.    I  will  read  it.    (Reading.) 

"Bank,  Store,  Saloon  and  Office  Furniture,  consisting  of 
"Arm  Rails,  Back  Bar  Mirrors,  Bottle  Cases,  Chairs,  Counters, 
Counter  Fittings,  Desks,  Foot  Rails,  Metal  Brackets  for  Arm  and 
Foot  Rails;  Refrigerators,  Tables  and  Work  Boards  ...  3.  Min. 
wt.  12,000  lbs.    Subject  to  Rule  6-B. 

"  Note.  Door,  Window  and  Bar  Screens,  Partitions,  Prescription 
Cases,  Patent  Medicine  Cases,  Show  Cases,  Wall  Cases,  Wainscoting, 
Office  Railing  and  Wooden  Mantels  may  be  shipped  with  Bank, 
Store,  Saloon  or  Office  Furniture  in  mixed  C.  L.,  at  3rd  class,  min. 

wt.  12,000  lbs." 

There  is  nothing  of  that  kind  in  the  Official  Classification.  I  be- 
lieve there  is  not  in  the  Southern,  but  I  am  not  sure.  However,  we 
are  comparing  Western  and  Official  Classification.  There  is  no  such 
provision  as  that  in  the  Official  Classification.  On  the  contrary  a 
shipment  of  that  kind  can  only  be  picked  out  by  figuring  the  rate  on 
the  separate  items.  Some  of  them  take  as  high  a  rating  as  three 
times  first  class.  Show  Cases,  set  up,  would  be  included  in  that  cate- 
gory and  take  three  times  first  class.  In  Official  Classification,  if  a 
man  is  competing  with  a  man  in  neutral  territory  he  has  to  pay 
three  times  the  first  class  rate.  ... 

That  illustrates  not  only  the  difficulty  of  comparison,  but  it  il- 
lustrates also  the  viciousness  of  the  old  ways  of  making  classifica- 
tions in  which  I  bore  my  full  share  of  the  fault  —  perhaps  more  than 
my  share  —  because  that  was  undoubtedly  done  to  help  one  large 
shipper.  That  rating  was  made  in  my  opinion  to  enable  one  very 
large  concern  to  do  business  and  drive  everybody  else  out.  That 
was  worked  through  the  classifications  probably  for  that  purpose.  I 
am  now  giving  my  opinion,  perhaps  as  an  expert,  rather  than  speak- 
ing from  absolute  knowledge;  but  I  cannot  say  positively  that  that 
was  the  animus  in  each  man's  mind  when  that  was  done;  but  that 


was  the  result.  That  firm  practically  has  a  monopoly  in  that  line  of 
business  throughout  that  territory,  and  it  is  now  proposed  to  ad- 
vance the  rate  on  the  man  who  is  shipping  —  to  put  an  extreme  case 
—  the  show  case  set  up  at  three  times  first  class,  or  S2.25  from  New 
York  to  Danville,  111.,  20  per  cent,  making  it  $2.70.  Whereas  the 
third  class  rate  from  Chicago  down  there,  if  it  were  raised  —  my 
recollection  is  it  is  about  20  cents  a  hundred,  and  if  it  were  raised 
20  per  cent  it  would  be  raised  4  cents.  As  it  happens,  it  is  not 
going  to  be  raised  at  all." 


5.  The  Proposed  Increase  in  Class  Rates  seriously  Dis- 
torts (on  some  Railroads)  the  Relation  of  Long 
Distance  to  Short  Distance  Traffic 

On  the  Pennsylvania,  and  the  Baltimore  and  Ohio,  for 
instance,  the  increase  in  rates  does  not  apply  to  rates 
within  about  two  hundred  and  fifty  miles  of  the  seaboard. 

On  still  other  railroads  shorter  rates  remain  unchanged 
because  of  the  operation  or  influence  of  State  laws. 

Not  a  particle  of  evidence  has  been  offered  to  sho\v 
that  such  difference  in  treatment  is  just,  although  unsup- 
ported statements  have  been  made  to  that  effect. 

Indeed  in  the  absence  of  evidence  (and  apparently  of 
knowledge)  as  to  the  cost  of  terminal  ser\ace,  a  proper 
comparison  of  long  distance  to  short  distance  rates  is 
impossible. 

The  exclusion  of  short  distance  rates  from  the  proposed 
increase  appears  to  be  due  rather  to  the  absolute  refusal 
of  President  Baer  to  consent  to  the  increase  than  to  any 
exercise  of  judgment  by  others  as  to  the  fairness  of  the 

action. 

(See  Ives:  Record,  pp.  4497,  4498.) 
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6.  The  Imposition  of  nearly  the  Whole  Burden  of  the 
Increased  Rates  upon  Class  Rates  Appears  to  he 
Unjust 

If  any  rate  increase  can  be  justified  merely  on  the 
ground  that  the  railroad  companies  need  additional 
revenue,  justice  would  seem  to  demand  that  the  burden 
should  be  borne  pro  rata  by  all  traffic,  —  by  passenger  as 
well  as  freight,  by  commodity  as  well  as  class  traffic,  by 
short  distance  as  well  as  long  distance  traffic. 

Ives  (Record,  p.  4470). 

"Mr.  Brandeis.  Is  there  any  special  objection  to  the  proposed 
horizontal  increase  by  reason  of  the  fact  that  it  applies  only  to  a 
portion  of  the  traffic? 

Mr.  Ives.  It  seems  to  me  to  be  entirely  unfair  to  attempt  to  get 
enough  out  of  15  per  cent  of  the  traffic  in  revenue  to  support  over 
100  per  cent,  especially  when  it  is  done  not  by  an  investigation  and 
by  picking  out  in  accordance  with  the  law,  commodities  which  can 
stand  it  and  which  may  be  proved  to  be  by  the  railroads  just  and 
reasonable.  A  blanket  advance  is  made  which  cannot  in  the  nature 
of  things  be  investigated  and  about  which  nothing  can  be  ascertained 
until  the  harm  is  done. 

Mr.  Brandeis.  You  used  the  word  "commodity";  I  suppose 
you  meant  article  of  commerce.  ^  • 

Mr.  Ives.  Article  of  commerce  in  the  classification.  I  am  not 
speaking  of  the  commodity  rate." 

7.  The  Proposed  Increase  of  Class  Rates  would  seriously 
Contract  the  Market  of  the  Manufacturers  and  Mer- 
chants of  the  Atlantic  Seaboard 

The  proposed  changes  would  in  many  instances  compel 
the  abandonment  of  markets  now  enjoyed. 

(a)  General  Condition.    Ives  (Record,  pp.  4467-4470). 

"Mr.  Brandeis.  Now,  something  has  been  said  about  these 
horizontal  increases  disturbing  the  existing  trade  relations.  How 
does  that  work  out? 
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Mr.  Ives.  Well,  20  per  cent  of  75  cents  is  naturally  more  than 
20  per  cent  of  thirty  cents. 

Mr.  Brandeis.  How  do  you  apply  it? 

Mr.  Ives.  The  result  is  that  on  any  class  in  which  the  freight 
rate  has  anything  to  do  with  the  sale  of  the  goods,  an  advance  of 
20  per  cent,  without  taking  in  consideration  all  the  terminal  expenses 
which  the  railway  traffic  officials  while  declining  to  express  any  view 
as  to  the  exact  figures  stated  were  a  very  material  part  of  the  ex- 
pense, distorts  the  relation,  to  my  mind,  entirely  unreasonably  of 
rates  that  have  been  in  effect  for  a  number  of  years.  The  shipper 
in  figuring  does  not  figure  on  percentage.  The  Philadelphia  man  in 
competing  with  the  St.  Louis  man  in  Springfield,  Illinois,  does  not 
compare  the  percentage  of  his  rate.  He  compares  the  actual  differ- 
ence in  cents  per  hundred  weight.  Now,  if  a  percentage  is  to  be 
used  and  such  a  wrench  and  dislocation  is  to  be  given  to  these  rates 
as  this  20  per  cent  and  25  per  cent  and  30  per  cent  advance  means, 
at  least  a  liberal  allowance  should  have  been  made  for  these  terminal 
expenses  which  railway  men  themselves,  and  justly,  have  said  were 
a  very  large  proportion  of  the  rates. 

I  should  like  to  illustrate  the  advance  in  rates  that  would  actually 
take  place  by  referring  to  the  rate  on  cotton-piece  goods.  That  was 
one  of  the  articles  which  Mr.  Tittemore  had  in  his  list,  one  of  the 
articles  in  which  an  enormous  amount  of  shipments  takes  place  of 
the  necessities  of  life  for  the  poorest  people  in  this  country,  common 
prints  and  calicoes  and  even  dry  goods;  also  cheap  knit  goods  and 
so  on.  But  take  the  cotton-piece  goods.  The  rate  in  1900  was 
advanced  through  the  classification  from  37  to  41  or  42  cents.  It 
was  raised  again  slightly  two  years  ago,  w^hen  there  was  an  insurance 
adjustment,  until  finally  that  rate,  through  the  increase  in  the  classi- 
fication and  the  increase  in  the  rail  and  lake  rate,  becomes  46  cents 
instead  of  37,  which  is  25  per  cent  increase. 

It  is  now  proposed  to  add  20  per  cent  to  that  which  makes  it 
about  56  and  a  total  increase  of  practically  50  per  cent,  over  50 
per  cent,  even  after  allowing  for  a  slight  difference  due  to  the  fact 
that  the  rate  was  an  insured  rate. 

That  is  true  of  a  very  large  number  of  articles.  The  re-classifica- 
tion has  been  advanced  on  a  very  much  greater  number  of  articles 
than  those  on  which  it  has  been  reduced,  beginning  with  this  advance 
in  1900.  There  is  no  question  about  that,  although  I  have  not 
made  a  statement  as  Mr.  Tittemore  has  and  have  not  the  exact 
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6gures.  I  think  the  Commission  themselves  know,  because  they 
gave  a  hearing  on  the  subject,  and  the  commodities  are  so  important 
when  you  take  commodities  like  sugar,  coffee,  canned  goods  of  all 
kinds,  cotton-piece  goods,  and  so  on,  on  which  this  advance  is  made. 
And  I  think  it  is  quite  apparent  that  it  is  a  very  important  and 
far-reaching  advance. 

Mr.  Brandeis.  Has  there  been  any  special  advance  of  the  lake 
and  rail  rates  in  this  case? 

Mr.  Ives.  Yes,  sir;  I  just  mentioned  it.  I  applied  it  to  the 
cotton-piece  goods.    It  was  on  all  the  classes. 

Mr.  Brandeis.  How  much  has  that  been? 

Mr.  Ives.  1st  Class  has  been  raised  from  54  to  62  cents.  3d 
Class,  as  I  recall  —  no,  it  is  only  commodities  that  take  3d  Class, 
that  were  advanced  from  37  to  46.  They  were  advanced  from  3d 
Class  to  Rule  25.     1st  Class  was  advanced  to  62  cents." 

(6)    Boots  and  Shoes.    Jones  (Record,  pp.  4694-4700). 

"The  item  of  freight  cost  is  a  very  important  one  in  the  shoe  in- 
dustry, for  the  reason  that  our  merchandise  has  always  been  rated  as 
first  class.  .  .  . 

The  industry  which  I  represent  is  a  New  England  industry  and  dis- 
tributes its  goods  in  large  quantities  throughout  the  whole  country. 
Of  course  an  increase  in  freight  rates  to  the  amount  of  20  per  cent  in 
this  territory  which  is  under  discussion  would  make  a  very  serious 
addition  to  the  expense  of  the  business.  The  business  is  conducted 
largely  on  the  fixed-price  basis.  That  is,  every  retailer  buys  his  shoes 
at  a  definite  price.  A  shoe  to  be  sold  at  S3  retail  is  bought  at  S2.85 
in  ninety-nine  cases  out  of  every  hundred.  A  shoe  to  be  sold  at  S4 
is  bought  at  $2.85.  Consequently  the  purchase  price  and  the  selling 
price  of  the  article  are  already  fixed.  It  remains  for  the  retailer  to 
keep  his  expenses  within  that  limit.  And  an  increase  of  this  amount 
in  freight  would  make  a  very  serious  problem  for  the  retailer  in  his 
effort  to  do  that. 

Mr.  Brandeis.  How  would  it  effect  the  New  England  manu- 
facturer's ability  to  sell  in  the  Central  West? 

Mr.  Jones.  Why,  it  would  do  this:  As  fast  as  the  Western  retailer 
could  obtain  his  goods  in  near-by  territory  where  his  rates  were  much 
less,  he  would  drop  Eastern  goods  for  the  cheaper  rates. 

Mr.  Brandeis.  You  spoke  of  the  difficulty  incident  to  the  pro- 
posed 20  per  cent  raise.    As  a  matter  of  fact,  is  not  the  raise  materi- 
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ally  above  20  per  cent;  that  is,  between  20  to  30  per  cent?  As  a 
matter  of  fact,  are  not  the  shoe  shipments  very  largely  lake  and  rail 
shipments  or  differential  route  shipments,  in  which  the  difference 
made  by  this  20  per  cent  rate  brings  it  not  20  per  cent  but  from  24 
to  30  per  cent,  according  to  the  different  methods  of  shipment? 

Mr.  Jones.  That  is  what  I  understand. 

Mr.  Brandeis.  Does  so  small  a  difference  as  this  per  pair  of 
shoes  have  the  effect,  or  would  it  have  the  effect,  of  contracting  the 
market  and  eliminating,  pro  tanto,  the  ability  of  the  seacoast  manu- 
facturer to  compete  with  the  manufacturer,  say,  in  Chicago  and 
St.  Louis? 

Mr.  Jones.  It  unquestionably  would  have  such  an  effect  in  a  very 
marked  degree;  very  marked. 

Mr.  Brandeis.  Has  there  during  the  last  ten  years  been  an  in- 
crease in  freight  rates  to  that  territory  affecting  among  other  things 
boots  and  shoes? 

Mr.  Jones.  Yes,  sir.  We  had  an  increase  in  the  lake  and  rail  rate 
in  1900.  We  had  a  most  important  increase  in,  I  think  it  was,  1901 
or  1902,  when  the  differential  of  10  cents  which  we  enjoyed  over  very 
important  routes  and  along  which  we  sent  four-fifths  of  all  our  prod- 
ucts was  cut  from  ten  cents  to  five.  We  formerly  got  a  Go-cent  rate 
to  Chicago  by  all  differential  routes.  I  think  it  was  in  1902  that  it 
was  changed  to  a  5-cent  differential,  making  the  rate  70  cents  to 
Chicago.    That  is  on  regular  first  class. 

Then  later  on,  in  1905  I  think  it  was,  there  was  another  advance  in 
the  lake  and  rail  of  5  cents  more,  and  we  have  had  in  New  England 
another  form  of  advance  that  has  been  very  unhappy  in  its  effect  on 
us:  Those  Western  lines  have  frequently  absorbed  the  rate  from  in- 
terior points  to  the  station  in  Boston,  or  to  the  ship  side,  as  it  may  be. 
Of  late  those  privileges  have  been  curtailed  at  many  points.  While 
we  have  factories  in  Maine,  we  are  unable  to  ship  those  goods  at  Bos- 
ton rates.  We  have  to  pay  the  local  rate  to  Boston,  which  is  15  cents 
a  hundred.  That  is  not  in  regard  to  all  points  but  to  certain  points, 
and  it  is  a  verv  unfortunate  increase  for  us. 

Mr.  Brandeis.  When  you  say  "for  us,"  do  you  mean  individually 
as  to  your  own  business,  or  as  to  the  business  of  the  New  England 
manufacturer? 

Mr.  Jones.  Not  my  own  business;  but  all  New  England  manu- 
facturers.   My  business  is  no  different  from  the  others. 

Mr.  Brandeis.  When  you  speak  of  what  is  one  effect  of  an  in- 
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crease  in  freight  rates,  as  limiting  the  possibiHties  of  competition,  do 
you  speak  from  experience  or  merely  as  a  prophet? 

Mr.  Jones.  I  speak  from  experience.  We  have  seen  in  the  last 
ten  years  a  very  strong  development  of  the  manufacturing  industry 
in  shoes  in  the  West.  Perhaps  fifteen  or  twenty  years  ago  New 
England  had  an  unquestioned  supremacy  in  the  manufacture  of 
shoes.  To-day  there  are  manufacturers  equally  successful  in  many 
important  points  in  the  West,  and  the  growth  of  the  shoe  industry 
has  taken  place  wholly  in  the  West.  I  think  New  England  has  not 
grown  in  the  last  ten  years  in  its  production  of  shoes,  but  the  enor- 
mous grow^th  that  has  taken  place  has  been  taken  care  of  in  the  West. 
There  is  no  item  that  has  come  to  my  knowledge  so  important  in  that 
tendency  or  any  more  important  in  that  tendency  than  the  freight 
rates. 

Mr.  Brandeis.  As  a  matter  of  fact,  the  question  of  freight  rates, 
freight,  has  practically  put  an  end  to  the  great  jobbing  business  in 
shoes  that  was  formerly  carried  on  in  the  East. 

Mr.  Jones.  Entirely.  There  is  no  western  jobber  in  the  East  that 
I  have  any  knowledge  of  now,  while  twenty  years  ago  there  were 
twenty-three  or  thirty  there.    Every  one  has  been  put  out  of  business. 

Mr.  Brandeis.  Consequently  this  percentage  figured,  however 
small  it  may  be,  on  the  individual  pair  of  shoes,  is  quite  sufficient  to 
determine  the  existence  of  a  business  and  the  ability  to  compete 
within  a  particular  territory? 

Mr.  Jones.  Why,  it  would  have  an  unquestioned  tendency  to 
restrict  our  output.  As  the  business  in  the  West  was  developing  and 
growing,  they  would  buy  Western  goods  and  drop  Eastern  goods  with 
such  a  difference  in  freight  rates  as  would  exist  under  the  new  change." 

(c)   Confectionery.    Fobes  (Record,  pp.  4832-^834). 

"Mr.  Brandeis.  How  small  or  large  is  the  profit  on  any  large  part 
of  these  goods  in  the  competitive  territory? 

Mr.  Fobes.  On  the  bulk  of  the  goods  which  are  sold  in  competi- 
tive territory  at  prices  from  six  to  eight  cents,  the  profit  is  not  over 
one  quarter  of  a  cent  a  pound. 

Mr.  Brandeis.  The  increase  of  freight  rate  would  be  a  material 
matter  as  bearing  upon  the  conduct  of  your  business  in  that  territory? 

Mr.  Fobes.  Nearly  one  half  of  the  profit. 

Mr.  Brandeis.  What,  in  your  opinion,  would  be  the  effect  of  in- 
creasing the  rates,  as  to  curtailing  the  business,  either  eliminating  a 
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portion  of  your  territory,  now  occupied  by  you  in  part,  or  in  re- 
ducing the  sales  within  that  territory? 

Mr.  Fobes.  I  think  it  would  simply  compel  us  to  withdraw  from 
that  territory  on  that  class  of  manufactures. 

Mr.  Brandeis.  Would  or  would  not,  in  your  opinion,  the  raising 
of  rates  proposed  give  to  the  railroads  gross  revenue  greater  or  smaller 
than  that  at  present  received  from  your  class  of  goods? 

Mr.  Fobes.  I  believe  it  would  give  them  a  smaller  revenue  than 
at  present. 

Mr.  Brandeis.  You  are  referring,  now,  not  only  to  your  own 
concern,  but  to  other  concerns? 

Mr.  Fobes.  Yes,  sir. 

Mr.  Brandeis.  Are  there  many  other  concerns,  or  a  number  oi 
others,  in  our  district  similarly  situated  to  yours? 

Mr.  Fobes.  Quite  a  number  in  Boston,  and  in  New  York,  and 
Philadelphia  and  Baltimore,  there  are  also  large  manufacturers." 

(d)   Brass  Products.    Miller  (Record,  pp.  4767-4771). 

"Mr.  Brandeis.  Will  you  state  to  the  Commission  in  what  way, 
in  your  opinion,  the  proposed  increases  in  rates  will  affect  seriously 
the  business  of  yourself  and  of  others  similarly  situated  on  the  At- 
lantic seaboard? 

Mr.  Miller.  The  most  serious  part  of  our  position  is  the  restric- 
tion of  the  territory  in  which  we  can  ship.  The  percentage  of  profit  is 
so  small  on  that  class  of  material  which  I  have  spoken  of,  which  we 
call  raw  material  —  sheet,  rod,  wire,  and  tubing  —  that  we  are  now 
restricted  to  a  very  considerable  extent,  and  we  refuse  business  every 
day  on  the  basis  that  the  distance  is  too  far  or  the  freight  rate  is  too 
great,  and  we  only  take  business  with  the  maximum  freight  rate 
when  we  have  not  enough  other  business  to  run  our  estabHshment  at 
full  capacity.  The  increasing  of  these  freight  rates  will  narrow  very 
materially  the  limits  of  the  shipments  of  our  products. 

Mr.  Brandeis.  How  large,  on  that  class  of  products  to  which 
you  refer  now,  is  the  difference  between  the  cost  of  the  raw  mate- 
rial to  you  and  the  selling  prices  at  which  you  sell  the  brass  sheeting, 
and  so  forth,  made  from  that  material? 

Mr.  Miller.  The  cost  of  raw  material  is  over  eighty  per  cent. 
For  instance,  on  sheet  brass  No.  1,  the  price  to-day  is  thirteen  or 
fourteen  cents  per  pound,  and  the  mixture  cost  is  two  and  a  half 
cents  less  than  that;  so  that  out  of  that  two  and  a  half  cents  the  man- 
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ufacturer  has  to  pay  the  freight  and  he  has  to  pay  the  boxing  and  all 
his  other  overhead  expenses  and  manufacturing  expenses. 

Mr.  Brandeis.  That  is,  all  the  manufacturing  expenses  and 
labor  and  the  incidental  expenses,  the  transportation  expenses,  and 
everything? 

Mr.  Miller.  Yes,  sir. 

Mr.  BR.VNDEIS.  They  all  have  to  be  borne  out  of  that  two  and 
one  half  cents? 

Mr.  Miller.  Yes,  sir. 

Mr.  Brandeis.  Of  that  two  and  one  half  cents,  at  the  present 
time,  what  does  the  freight  consume? 

Mr.  Miller.  We  paid  last  year  in  freights  forty-seven  thousand 
dollars,  which  is  an  average  of  something  over  thirty  cents  per  hun- 
dredweight on  our  products.  That  is  simply  on  outgoing  shipments. 
That  does  not  include  any  freight  on  incoming  shipments  whatever. 

Mr.  Brandeis.  That  covers  the  freight  over  all  territory,  near  as 
well  as  distant? 

Mr.  Miller.  Yes. 

Mr.  Brandeis.  What  is  the  freight  on  this  outgoing  product, 
this  particularly  affected  territory  —  that  is,  west  of  Buffalo,  Buffalo 
to  Chicago  and  St.  Louis  territory?  What  is  the  freight  rate  per 
pound?    How  does  it  run  per  pound? 

Mr.  Miller.  The  percentage  of  our  business  west  of  Pittsburg 
and  Buffalo  is  in  the  neighborhood  of  15  per  cent. 

Mr.  Brandeis.  Wliat  part  of  the  two  and  one  half  cents  would  be 
taken  up  to  pay  the  freight  on  that  class  of  business? 

Mr.  Miller.  I  do  not  know  that  I  can  tell  you  exactly  what  the 
average  would  be,  but  it  would  probably  be  in  the  neighborhood  of 
four  tenths  of  a  cent  per  pound. 

Mr.  Brandeis.  WTiat  would  be  the  effect  of  this  increase  of 
twenty  per  cent  —  for  it  is  a  twenty  per  cent  increase,  is  it  not? 

Mr.  Miller.  Yes. 

Mr.  Brandeis.  You  sell  in  less  than  carload  lots? 

Mr.  Miller.  All  of  our  raw  material  is  shipped  under  the  third 
class,  and  our  manufactured  goods  go  first  class. 

Mr.  Brandeis.  You  mean,  by  raw  material,  what?  It  is  not 
really  raw  material? 

Mr.  Miller.   I  mean  sheet,  rods,  and  wire. 

Mr.  Brandeis.  You  distinguish  between  the  two  classes  of  man- 
ufactured goods? 
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Mr.  Miller.  Yes,  we  distinguish  between  the  two  classes  of 
manufactured  goods. 

Mr.  Brandeis.  That  is,  such  as  are  manufactured  into  articles 
in  the  latter  process,  and  such  as  are  in  the  earlier  process  manu- 
factured like  sheets  and  rods  and  wires? 

Mr.  Miller.  Yes,  sir. 

Mr.  Brandeis.  That  is  shipped  under  third  class,  and  the  other 
under  first  class? 

Mr.  Miller.  Yes,  sir. 

Mr.  Brandeis.  Those  are  subject  to  the  twenty  per  cent  increase? 

Mr.  Miller.  Yes,  sir. 

Mr.  Brandeis.  What  is  the  specific  effect  of  that  in  your  business? 

Mr.  Miller.  The  effect  would  be  to  limit  the  distance  to  which 
we  could  ship  at  a  profit. 

Mr.  Brandeis.  And  eliminate  you  from  a  portion  of  that  terri- 
tory? 

Mr.  Miller.   From  certain  territory,  yes." 

{e)    Abrasives.    Curtis  (Record,  pp.  4813-4814). 

"  Mr.  Brandeis.  I  will  ask  you  whether  or  not  the  imposition  of 
these  increased  rates  will  contract  the  territory  in  which  you  can  sell, 
or  limit  the  amount  which  you  can  sell  in  that  territory? 

Mr.  Curtis.  I  have  in  mind  a  point,  Moline,  Illinois,  which  hap- 
pens to  be  a  point  where  large  quantities  of  our  materials  are  used  — 

Mr.  Brandeis  (interrupting).  You  mean  in  the  plough  works? 

Mr.  Curtis.  In  the  plough  works  principally.  I  have  made  some 
comparisons  as  to  the  cost  of  delivery.  For  example,  the  present 
freight  rate  from  Worcester  to  IVIoline  is  66  cents  per  hundred 
pounds,  while  our  competitor,  located  at  Tiffin,  Ohio,  has  a  present 
rate  of  40  cents  per  hundred  pounds,  giving  him  an  advantage  over 
New  England  of  26  cents  per  hundred  pounds.  This  being  a  less 
than  carload  rate,  being  third  class,  and  subject  to  the  proposed 
twenty  per  cent  increase,  would  make  the  increase  for  the  New 
England  manufacturer,  13  cents  a  hundred;  while  that  for  TiflBn, 
Ohio,  manufacturers  is  only  8  cents  a  hundred. 
'  To  go  into  it  a  little  further,  there  is  a  representative  competitor 
located  at  Chicago,  and  the  present  rate  to  Moline  is  37  cents  a  hun- 
dred pounds.  Our  proposed  rate  to  the  West  is  79  cents,  making  a 
still  greater  difference  in  favor  of  the  Western  manufacturer.  It 
would  be  from  29  to  42  cents. 
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Mr.  Bit\NDEis.  The  Chicago  rate  is  not  being  advanced  at  all? 
Mr.  Curtis.  As  I  understand,  it  is  not  contemplated  at  the 
present." 

(/)    Infant  Foods  —  Drugs.    Benkhart  (Record,  p.  4825). 
"  Mr.  BiL\NDEis.  WTiat  would  be  the  effect  of  this  increase  upon 
your  business,  in  the  affected  territory  —  that  one  third  of  your 
business  which  is  in  the  particular  territory  affected  by  these  pro- 
posed increases? 

Mr.  Benkhart.  Well,  one  of  four  things  must  happen:  First,  we 
either  have  to  raise  the  price;  or,  second,  change  our  package  so  as  to 
give  a  less  quantity;  or,  third,  absorb  the  increase  ourselves;  or, 
fourth,  probably  vacate  the  field  to  a  very  great  extent. 

Mr.  Brandeis.  And  that  would  mean,  of  course,  a  reduction  in 
the  volume  of  your  business? 

Mr.  Benkhart.  Yes. 

Mr.  Brandeis.  You  have,  for  your  food,  not  only  to  pay  the 
freight  on  what  is  going  out,  but  where  does  your  raw  material  come 
from? 

Mr.  Benkhart.  About  forty  per  cent  of  the  product  is  cereal; 
barley,  wheat  and  oats,  coming  from  the  West." 

For  the  increases  in  class  rates  range  on  the  first  three 
classes  from  twenty  to  thirty  per  cent,  and,  on  many 
articles  of  commerce,  freight  represents  a  large  part  of 
the  value  of  the  article,  or  at  least  of  the  materials 
treated  by  the  Eastern  manufacturers,  — 

(g)    Cotton  Goods.    Lawrence  (Record,  pp.  478Q-4781). 

"I  tried  to  compute  the  value  of  the  freight,  the  percentage  of 
value  of  the  freight  to  the  commodity,  in  order  that  I  might  try  to 
show  how  it  compared  with  the  situation  of  the  manufacturer  in 
some  other  section.  Take,  for  instance,  cheap  hosiery  that  sells 
for  ten  or  twelve  and  a  half  cents  a  pair;  the  percentage  of  the 
freight  to  the  value  of  that  commodity  is  4.9  per  cent.  A  five  per 
cent  profit  on  gross  sales  is  a  reasonable  profit.  Therefore  the 
manufacturer  in  Omaha  or  near  Omaha  of  that  grade  of  hosiery 
w^ould  be  able  to  manufacture  goods  at  a  reasonable  profit,  while 
the  mill  in  New  England  would  not  be  able  to  do  so.    There  are 
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1079  hosiery  mills  in  the  United  States,  and  they  are  distributed 
pretty  generally  over  the  country. 

Take,  for  instance,  the  matter  of  printed  goods,  that  are  princi- 
pally manufactured  and  converted  in  New  England.  It  costs  16.9 
or  practically  17  per  cent  of  the  value  received  by  the  printer  to  get 
these  goods  into  Omaha  from  New  England.  A  plant  running  on 
that  grade  of  goods  ought  to  turn  its  sales  over  some  ten  times  a  year. 

To  get  the  goods  of  a  bleachery  from  New  England  to  Omaha 
runs  as  high  as  41 J^  per  cent  of  the  value  that  the  bleacher  gets 
out  of  his  merchandise.  That  is  why  this  bleachery  is  being  con- 
structed in  St.  Louis,  and  it  is  being  constructed  now  because  science 
has  just  made  it  possible  to  use  water  from  that  section  of  the  coun- 
try to  properly  absorb  the  dye  liquors  and  get  the  desired  results. 
The  principal  reason  for  the  existence  of  that  plant  to-day  is  the 
lower  freight  rates  that  they  will  get  by  converting  standard  products, 
when  they  have  a  large  market  out  there,  to  be  able  to  earn  a  profit 
with  economy." 

The  eflfect  of  curtaiUng  the  market  of  Eastern  manu- 
facturers may  become  serious  not  only  to  the  industries 
directly  affected,  but  to  the  conmiunities  in  which  they  are 
located.  The  manufacturers  and  merchants,  and  their 
employees  may  move  and  relocate  in  the  West;  but  the 
large  numbers  indirectly  dependent  upon  long  existing 
industries  would  suffer  even  more  severely. 


8.  The  Proposed  Increases  in  Class  Rates  would  Seriously 

Increase  the  Cost  of  Living 

There  has  been  a  persistent  effort  to  make  the  public 
believe  that  the  proposed  freight  rate  increases  could  be 
made  without  being  felt  by  the  consumer,  and  that  in 
some  way  the  increased  costs  would  be  absorbed  by  the 
manufacturer  or  merchant. 

For  instance  it  was  contended  that  on  a  pair  of  shoes 
the  additional  burden  would  be  only  half  a  cent. 
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Such  statements  are  wholly  misleading.  In  the  first 
place,  the  increase  paid  by  the  consumer  is  not  a  single 
increase  on  the  freight  of  a  finished  article,  but  is  the 
aggregation  of  increases,  including  not  merely  the  increase 
on  raw  material  and  supplies,  but  the  increases  on  innum- 
erable articles  which  directly  or  indirectly  enter  into  the 
cost  of  doing  business,  including  ultimately  increases  in 
wages  demanded  by  increased  cost  of  living. 

In  the  next  place  increased  burdens  on  the  manufacturer 
or  dealer,  except  where  necessarily  absorbed  by  them 
in  diminution  of  profits,  are  apt  to  reappear  in  an  exag- 
gerated form  in  the  prices  to  the  consumer.  For  instance, 
10  cents  additional  per  ton  to  the  anthracite  coal  miner 
awarded  after  the  1902  strike  is  said  to  have  resulted  in 
a  25  cents  per  ton  additional  price  to  the  dealer,  and  a 
50  cents  per  ton  additional  price  to  the  consumer. 

Ives  (Record,  pp.  4475-447G). 

"Mr.  Brandeis.  Something  has  been  said  here  about  the  increases 
in  the  class  rates  and  particularly  the  higher  class  rates  affecting 
only  luxuries.    What  is  the  fact? 

Mr.  Ii-ES.  I  must  admit  that  I  received  the  impression  that  the 
traffic  officers  of  the  railroads,  or  some  of  those  who  testified,  had 
the  impression  that  the  majority  of  the  articles  moving  in  the  classi- 
fication were  either  luxuries  or  very  high-priced  necessities  in  which 
the  freight  was  of  so  small  a  moment  that  it  could  be  ignored.  Such 
is  not  the  case,  as  an  examination  of  the  freight  received  at  any 
medium-sized  station  on  the  roads  of  any  of  these  carriers,  or  an 
examination  of  the  billing  will  show.  It  includes  all  of  the  commonest 
necessities  of  life,  boots  and  shoes  — not  only  meaning  shoes  that 
are  sold  for  $3.50,  $4  and  $5  a  pair,  but  those  that  sell  for  $1  and 
$1.50  a  pair.  Also  dry  goods.  It  does  not  mean  simply  ribbons 
and  laces.  We  would  be  glad  to  see  ribbons  and  laces  bear  their 
proper  share  of  the  burden  of  transportation.  But  it  means  the 
commonest  kinds  of  cheap  prints,  cheap  underclothing,  overalls, 
oil  clothing  and  all  those  articles  of  commerce  that  are  among  the 
barest  necessities  of  life.  It  also  includes  such  articles  as  the  com- 
mon metals  which  are  shipped  in  bars  and  rods  at  less-than-carload 
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rates  under  classification.  Not  iron  and  steel.  Well,  I  think  they 
are  also  moving  now  under  classification,  but  brass  and  copper,  all 
those  articles  on  which  the  margin  is  so  small  that  an  advance  in 
the  freight  rate  will  oftentimes  prohibit  the  sale  and  stop  the  com- 
merce, especially  when  there  is  not  a  similar  advance  made  any- 
where else." 

'  It  should  be  noted  also  that  as  the  freight  rate  is  im- 
posed by  weight  and  not  by  value,  the  added  burden 
bears  particularly  heavily  on  the  poorer  classes,  who  not 
only  spend  a  much  larger  proportion  of  their  income  in 
the  necessaries  of  life,  but  who  purchase  a  coarser,  heavier 
and  less  valuable  article. 

A  demonstrable  instance  of  the  increased  cost  of  living 
through  increased  rates  is  found  in  the  increased  price 
of  food  products  to  the  inhabitants  of  Boston. 

Ives  (Record,  pp.  4476-4477). 

"Mr.  Brandeis.  How  does  this  increase  affect,  if  at  all,  the  cost 
of  the  food  products? 

Mr.  Ives.  It  is  proposed  to  raise  the  rate  on  butter,  eggs,  cheese, 
meats  and  dressed  poultry  20  per  cent.  The  Chamber  of  Commerce 
reports  in  Boston  show  —  I  think  it  is  something  like  a  million  pounds 
—  I  won't  say  exactly,  but  several  hundred  million  pounds  of  these 
articles  on  which  I  estimate  the  increase  in  rates  to  be  between 
$300,000  and  $400,000,  which  can  only  come  out  of  the  consumer 
fo  those  articles  in  my  opinion. 

Mr.  Brandeis.  And  that  translated  into  the  individual  family 
in  Boston  would  be  how  much? 

Mr.  Ives.  A  family  of  five,  I  believe,  is  usually  considered  a 
normal  family. 

Mr.  Brandeis.  Yes. 

Mr.  IvES.  Three  or  four  hundred  thousand  dollars  with  600,000 
population  would  be  $2.50  a  head  on  the  basis  of  a  family  of  five. 

Mr.  Brandeis.  Assuming  the  increase  was  no  greater  than  the 
exact  amount  represented  by  the  freight  increase? 

Mr.  IvES.  Yes,  which  is  rarely  the  case." 
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9.  The  Proposed  Increase  in  Class  Rates  through  Elimina- 
tion of  Competition  between  the  East  and  West  will 
Tend  further  to  Increase  the  Cost  of  Living. 

Competition  between  manufacturers  located  in  differ- 
ent communities  is  obviously  desirable.  It  is  a  benefit 
to  the  West  that  it  should  be  subject  to  the  competition 
of  the  East.  It  is  a  benefit  to  the  East  that  it  is  subject 
to  the  competition  of  the  West.  This  is  a  benefit  which 
extends  alike  to  the  manufacturers  who  by  competition 
are  made  to  exert  themselves  with  greater  vigilance  as 
well  as  to  the  consumer  who  gets  the  benefits  of  the  extra 
exertion,  and  of  the  necessary  moderation  in  the  manu- 
facturers' profits. 

Within  the  United  States  at  least  it  is  desirable  that 
there  should  be  the  greatest  possible  interchange  of  com- 
merce; but  it  is  equally  clear  that  important  freight 
increases  upon  long-distance  business  will  operate  as  an 
effective  barrier  to  such  interchange. 

Ives  (Record,  p.  4476). 

"  Mr.  IvES.  The  result  of  that  can  only  be  one  thing.  It  eliminates 
the  competition  of  the  Eastern  shipper  ultimately.  It  makes  it  at 
least  more  difficult  for  him  to  compete,  and  it  makes  it  thus  easier 
for  his  competitor;  and  in  the  end  the  consumer  is  going  to  foot  the 
bill." 


10.  The  Proposed  Increase  in  Class  Rates  will  Reduce  the 
Volume  of  Long  Distance  Tonnage,  and  hence  the 
Expected  Gross  Revenue  of  the  Railroads 

As  the  proposed  large  increase  in  rates  will  curtail  the 
markets  of  Eastern  manufacturers,  it  is  obvious  that  the 
volume  of  long  distance  traflBc  will  be  materially  reduced. 
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(o)    Boots  and  Shoes.    Jones  (Record,  pp.  4699-4700). 

"  Mr.  BiL^NDEis.  What,  in  your  opinion,  would  be  the  effect  of  this 
increase  in  freight  rates  so  far  as  it  deals  with  shoes  upon  the  revenue 
of  the  railroads  within  the  official  classification  territory? 

Mr.  Jones.  It  has  always  seemed  to  me  the  railroads  were  very 
unwise.  It  has  always  seemed  to  me  of  advantage  to  the  railroads 
to  carry  freight  along  something  like  the  lines  that  have  been  carry- 
ing it  for  the  last  fifteen  or  twenty  years.  They  would  certainly 
diminish  it  materially  if  they  insist  upon  the  advance  that  is  now 
under  discussion. 

Mr.  Brandeis.  Are  you  aware  of  the  railroads  consulting  with 
your  association  or  with  its  members  generally,  or  with  the  shoe 
trade  generally  in  New  England,  as  to  the  advisability  of  making  this 
increase  or  as  to  what  efl^ect  this  proposed  increase  would  have  if 
carried  out? 

Mr.  Jones.   No,  sir. 

Mr.  Brandeis.   Upon  the  New  England  business. 

Mr.  Jones.  We  never  had  any  idea  of  their  intention  to  increase 
until  it  was  announced. 

Mr.  Brandeis.  Your  own  opinion  is  therefore  that  such  an 
increase  in  freight  rates  as  is  proposed  would  to  a  very  considerable 
extent  eliminate  the  competition  of  the  East  in  a  large  portion  of 
the  territory  of  the  middle  West,  in  shoes? 

Mr.  Jones.  I  think  there  is  no  question  about  that.  That 
feature  of  elimination  of  competition  is  a  very  important  one.  Con- 
ditions as  they  are,  or  as  they  have  been,  I  consider  ideal  in  the 
shoe  business.  That  is,  the  competition  is  free  and  unrestrained 
in  the  West  and  in  the  East.  The  East  excels  in  some  products 
and  the  West  has  pronounced  advantages  in  another  direction. 
These  difl^erent  conditions  meeting  in  competition  produce  the  most 
desirable  result  possible.  If  the  Eastern  manufacturer  was  elimi- 
nated from  the  Western  market  and  the  Western  manufacturer 
supplied  that  trade  wholly,  it  would  certainly  not  be  in  the  inter- 
est of  the  consumer. 

Mr.  Brandeis.  You  believe  therefore  that  the  interests  of  the 
consumer  as  well  as  the  interests  of  the  Eastern  manufacturer  and 
his  employees,  are  at  stake  in  such  action  as  this,  in  increasing  freight 
rates . 

Mr.  Jones.  Absolutely." 
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(b)  Brass.    Miller,  (Record,  pp.  4767-4771). 

"  Mr.  Brandeis.  Would  or  would  not,  so  far  as  that  territory  is 
concerned,  the  imposition  of  this  rate  reduce  the  gross  revenue  of 
the  railroads  on  your  class  of  business? 

Mr.  Miller.  That  is  rather  a  hard  thing  to  say.  I  think,  as 
nearly  as  I  can  tell,  the  result  to  the  railroad  would  be  a  less  amount 
of  money  paid  to  them  by  our  company  for  freight  than  we  pay  now. 
It  would  have  the  result  of  increasing  the  competition  very  materi- 
ally in  the  territory  in  which  we  could  do  business,  as  the  facilities 
in  our  line  of  business  or  a  large  part  of  the  facilities  in  our  neigh- 
borhood, what  is  known  as  Naugatuck  Valley,  in  Connecticut, 
would  be  too  large  an  amount  of  facilities  for  a  period  of  time  for 
the  territory  in  which  shipments  could  be  made  profitably,  which 
would  result  in  disastrous  competition." 

(c)  Cotton  Goods.   Lawrence  (Record,  pp.  4781-4782). 

"My  claim  is  this:  It  is  necessary  to  keep  this  tonnage  moving 
from  New  England  out  to  the  West  for  the  sake  of  the  railroad  earn- 
ings. There  are  empty  cars  going  West,  and  it  is  this  great  tonnage 
that  is  the  greatest  help  in  filling  up  those  cars.  Our  raw  materials 
come  to  a  great  extent  by  tidewater,  and  the  loss  of  this  business 
going  West  would  simply  mean  the  increase  of  the  number  of  empty 
cars  going  out  to  those  sections. 

I  regard  railroad  rates  as  very  similar  to  taxation.  The  problem 
seems  to  be  how  to  distribute  the  cost  of  operation  among  the  users 
of  a  railroad  and  have  prosperity  all  around.  These  railroads  have 
suggested,  as  a  means  of  getting  more  revenue,  a  method  of  advanc- 
ing certain  rates  20  per  cent,  it  being  the  easiest  way  apparently  to 
get  that  result.  When  we  have  a  line  of  merchandise  that  has  to  be 
advanced  for  one  reason  or  another,  we  first  have  to  find  what  will 
happen  to  it  when  it  is  advanced,  and  as  usual  with  our  class  of 
business,  an  article  is  made  for  a  fixed  retail  price,  and  when  it  is 
advanced  beyond  that  it  reduces  its  sales,  and  therefore  some  sub- 
stitute has  to  be  provided. 

The  tariff  board  found,  in  framing  the  tariff,  that  when  they  got 
the  rates  beyond  a  certain  point  goods  no  longer  came  into  the 
country,  the  Government  no  longer  received  revenue.  It  is  the 
same  way  with  the  railroads.  It  seems  to  me  they  have  not  con- 
sidered that  beyond  a  certain  point  the  revenue  would  decrease  on 
account  of  tonnage  decreasing." 
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(d)   Abrasives.     Curtis  (Record,  pp.  4815-4816). 

"Mr.  Brandeis.  Will  you  state  whether  or  not,  in  your  opinion, 
the  gross  revenue  received  from  your  business  would,  if  these  in- 
creased rates  went,  into  effect,  be  larger  or  smaller,  for  the  railroads, 
than  it  is  now? 

Mr.  Curtis.  It  is  a  general  understanding  among  wheel  manu- 
facturers that  they  make  a  delivered  price,  and  therefore,  with  the 
competitor  located  in  Ohio,  where  they  have  natural  gas,  and  a  much 
lower  price  for  coal,  and  they  being  nearer  the  raw  materials,  they 
are  enabled  to  make  a  better  price.  It  enables  the  manufacturer 
there  to  make  a  closer  margin  than  we  can,  located  in  New  England. 
These  advances  on  New  England  manufacturers  mean  a  tendency 
in  a  measure  to  drive  the  New  England  manufacturer  West.  In 
fact,  I  might  say  that  our  people  have  considered  already,  the  pro- 
position of  establishing  a  factor  in  the  West. 

Mr.  Brandeis.  You  have  already  considered  the  proposition  of 
establishing  a  factory  in  the  West? 

Mr.  Curtis.  .A  branch  in  the  West,  yes. 

Mr.  Brandeis.  And,  of  course,  if  you  did  that,  it  would  eliminate 
not  only  the  business  from  the  East  to  the  West,  but  that  long  haul 
business  of  your  raw  material  to  the  East? 

Mr.  Curtis.  Yes.  I  think,  perhaps,  our  particular  little  industry 
in  the  East  has  a  little  different  situation  from  most  others,  because 
we  get  our  one  prominent  raw  material  in  the  far  West  and  bring  it  a 
long  haul  to  the  East,  and  then  manufacture  it  and  take  it  back  over 
the  rails  again  to  the  consumer,  giving  the  railroads  a  double  haul. 

Mr.  Brandeis.  And  both  hauls  would  be  eliminated  if  the  freight 
rate  gets  so  high  that  you  cannot  any  longer  compete  for  the  Western 
territory?  You  would  have  to  abandon  absolutely  the  Western  field, 
or  else  establish  a  factory  in  the  West  to  supply  the  Western  field? 
That  is  the  fact,  is  it? 

Mr.  Curtis.  Yes,  that  is  the  point." 

This  effect  will  follow,  not  alone  because  of  the  reduced 
West-bound  shipments,  but  perhaps  more  largely  from  the 
reduced  East-bound  shipments,  since  so  large  a  part  of  the 
materials  and  supplies  comes  from  the  West. 

Boots  and  Shoes.    Jones  (Record,  pp.  4606-4607). 

"  Mr.  Brandeis.  In  this  proposed  increase  there  is  one  item  other 
than  the  freight  on  shoes  which  vitally  effects,  does  it  not,  the  shoe 
industry,  and  that  is  the  increase  in  the  rate  of  leather? 
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jVIr.  Jones.  Unfortunately,  practically  a  very  large  proportion  of 
the  upper  leather  we  use  is  made  in  Milwaukee,  Wisconsin,  and 
C;hicago  and  in  that  district.  We  are  obliged  to  pay  an  increase  un- 
der the  new  arrangement.  Under  the  proposed  arrangement  we 
would  he  obliged  to  pay  an  increase  on  East-bound  leather  as  well  as 
on  West-boimd  shoes. 

]\Ir.  Brandeis.  That  is  true  of  a  very  large  amount  of  sole  leather 
that  comes  from  Michigan  and  Wisconsin? 

Mr.  Jones.  Yes,  sir;  and  to  some  extent  on  goat  leather  from 
Philadelphia. 

Mr.  I^iiANDEis.  And  on  sole  leather  from  different  tanneries  in 
Pennsylvania? 

Mr.  Jones.  I  am  not  familiar  with  the  increase  on  all  items. 
Some  have  been  increased. 

Mr.  Lyon.  Did  you  state  what  has  been  the  advance  on  the 
price  of  shoes,  taking  the  last  ten  years? 

Mr.  Jones.  No,  sir,  I  did  not,  because  it  would  be  difficult  to 
compare  the  finished  product  directly  with  the  product  of  ten  years 
ago;  but  I  should  say  roughly  it  was  ten  per  cent. 

Mr.  Lyon.  There  has  been  a  ten  per  cent  advance? 

Mr.  J'Xes.  Yes,  sir. 

IVIr.  Brandeis.  It  is  a  fact,  is  it  not,  that  while  your  rate  to  Il- 
linois points,  for  instance,  the  rate  from  the  seaboard  to  Illinois  points, 
is  raised  from  20  to  30  per  cent  on  shoes,  the  rates  from  Chicago  to 
th(>be  same  points  are  not  raised  at  all? 

Mr.  Jones.  That  is  a  very  serious  fact  of  the  situation.  That  is  a 
fact,  of  course.  Our  Western  competitor  pays  no  increase,  and  we 
pay  a  very  substantial  increase.  That  is  the  discrimination  as  it 
appears  to  us." 
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PART  FOURTH 

THE  RAILROADS'  CONTENTION  THAT  THEIR  (ALLEGED)  NEED  OF 
ADDITIONAL  REVENUE  IS  DUE  MAINLY  TO  RECENT  WAGE 
ADVANCES^  AND  TO  THE  BURDENS  IMPOSED  BY  ACTS  OF 
CONGRESS. 

The  recent  wage  advances  were  doubtless  the  provoca- 
tion for  the  concerted  and  insistent  demand  of  the  rail- 
roads for  increased  freight  rates.  These  wage  advances 
have  certainly  been  grasped  by  the  railroads  as  an  excuse 
for  demanding  rate  increases.  But,  it  is  not  true  that  the 
wage  increases  and  Congressional  action  are  responsible 
for  a  general  need  by  the  railroads  of  additional  revenue. 

The  agitation  of  the  railroads  for  increased  rates  com- 
menced not  with  the  recent  wage  advances,  but  two  years 
earlier,  when  the  depression  threatened  reduction  of  divi- 
dends. The  action  of  Congress  in  abolishing  rebates  and 
passes  has  undoubtedly  increased  the  railroads'  revenues 
far  more  than  the  Congressional  requirements  of  safety 
appliances  and  proper  accounting  and  the  limitation  of 
the  hours  of  labor  have  increased  expenses. 

(Record,  pp.  2772-2773.) 

Mr.  Stuart.  ^Nhat  I  mean  by  that  is  that  in  the  process  of  regu- 
lation within  the  last  two  or  three  years  there  have  been  a  great 
many  new  things  introduced  that  all  cost  money. 

Commissioner  Lane.  Has  anything  been  introduced  that  has  cost 
one  half  as  much  money  as  was  put  back  into  your  treasury  by  the 
stopping  of  the  rebates  and  stopping  of  the  passes? 

Mr.  Stuart.  That  is  a  matter  of  facts  and  figures  that  I  would 
not  be  justified  in  stating.  I  might  give  an  opinion,  but  it  would 
not  amount  to  anything. 

Mr.  Lyon.  I  have  heard  that  statement  made  by  almost  every 
railroad  man  who  has  come  on  the  witness  stand  in  this  case.  You 
have  given  the  impression  that,  owing  to  the  acts  of  Congress,  certain 
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obligations  have  been  imposed  on  the  carriers  which  have  cost  a 
great  deal  of  money,  and  therefore  there  should  be  increased  rates, 
overlooking  entirely  the  fact  that  during  this  same  time  the  law  has 
been  enforced,  which  was  not  enforced  before,  when  the  rebates 
have  been  stopped,  under  which  you  cut  an  average  of  ten  per  cent 
out  of  those  profits,  and  that  came  out  of  the  net. 

Mr.  Stuart.  Of  course,  if  one  equalizes  the  other  and  that  is  a 
fact,  I  would  have  a  right  to  state  the  things  that  appear  to  me 
that  I  know  have  made  an  increase. 

Mr.  Lyon.  You  have,  of  course,  knowledge  as  to  the  rebates 
being  a  large  reduction  from  the  rate  itself? 

iVIr.  Stuart.  Yes. 

Mr.  Lyon.  And  that  within  the  period  of  regulation  or  the  last 
three  years  or  so  that  has  been  practically  stopped? 

Mr.  Stuart.  But,  Mr.  Lyon,  the  railroads  have  made,  as  I  under- 
stand the  testimony  I  have  heard,  no  estimate  of  the  things  they 
have  gone  ahead  and  done  that  cost  more  money  right  along,  and 
the  railroads  have  done  a  great  many  things,  so  that  this  final  in- 
crease of  wages  was  so  forceful  that  it  made  it  necessary  to  then 
make  a  raise  in  the  rates. 

]Mr.  Lyon.  Let  me  tell  you  that  the  railroads  have  attempted 
to  give  the  impression  to  the  Commission  and  there  has  been  some 
emphasis  laid  on  it,  even  statements  made  in  detail  as  to  new  laws 
requiring  compliance  with  hours  of  service  and  safety  appliances 
and  such  things,  and  the  cost  that  they  were  to  the  railroads,  over- 
looking entirely  the  fact  that  at  identically  the  same  time  and  con- 
temporaneously there  have  been  laws  put  into  effect  by  which  their 
revenues  were  very  materially  increased. 

Mr.  Stuart.  Yes;  that  is  well,  of  course,  to  consider. 

We  submit  that: 

First:  Some  railroads,  at  least,  do  not  need  additional 
income. 

Second:  In  some  railroads  any  existing  need  of  addi- 
tional income  is  due  to  causes  other  than  wage  increases 
or  acts  of  Congress. 

Third:  Every  railroad  which  is  properly  undertaken 
and  financed  can  meet  any  existing  needs  without  rate  in- 
creases, through  the  introduction  of  scientific  management. 
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The  facts  hereinafter  stated  are  derived  mainly  from 
the  very  valuable  statements  prepared  by  the  account- 
ants of  the  Commission  under  the  direction  of  its  attorney, 
Mr.  Frank  Lyon. 

I.    Some  Railroads  Have  no  Need  of  Additional  Income 

The  following  are  to  be  taken  as  examples  merely: 

1.  DELAWARE,  LACKAWANNA  &  WESTERN   RAILROAD 

COMPANY 

Estimated  increase  in  wages  for  one  year $951,647.16 

(Figures  made  up  as  of  June  30,  1910) 

Gross  Operating  Revenue  .  .  .  $38,924,775 
Capital  Stock  outstanding  .  .  .  30,277,000 
Net  Operating  Income    ....       15,477,891  =  46  per  cent  on  cost 

of  Road  and  Equipment 
Corporate  Net  Income  for  the 

year 15,068,014  =  49.77  per  cent  on 

capital  stock  outstanding 

Dividends  paid 23,058,786  ^  =  85    per     cent     on 

capital  stock  outstanding 
Additions,  Betterments  and  Per- 
manent Improvements,  Sink- 
ing and  Special  Reserve  Funds 


Unappropriated  Surplus 


2,471,020  =  8.16  per  cent  oa 
capital  stock  outstanding 

32,072,279  =  105.93  per  cent  oa 
capital  stock  outstanding 

The  wage  increase  went  into  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
%  of  the  above  estimated  increase  in  wages,  or  $713.- 
735.37,  should  be  applied  in  adjusting  the  earnings  of 
the  year  ending  June  30,  1910.  If  such  increase  of  wages 
be  allowed  for,  the  earnings  nevertheless  would  remain 
sufficient  to  pay: 

Dividends  on  stock,  47.41  per  cent. 

»  This  amount  includes  extra  dividends,  amounting  to  seventy-five  per  cent. 


i 


138 


2.  PHILADELPHIA  &  READING  RAILROAD  COMPANY 

Estimated  increase  in  wages  for  one  year  (Record,  p.  1879),  $1,579,709, 

(Figures  made  up  as  of  June  30,  1910) 


Gross  Operating  Revenue  .  . 
Capital  Stock  outstanding  . 
Net  Operating  Income,    .    .    . 

Corporate  Net  Income  for  the 
year 


$46,046,152 
20,000,000 

17,331,405  =  19.62  per  cent  on 
cost  of  Road  and  Equipment. 


8,703,037  =  43.51  per  cent  6n 

capital  stock  outstanding. 

Dividends  paid, 5,000,000  =  25  per  cent  on  cap- 
ital stock  outstanding. 

Additions  and  Betterments  made      2,070,661  =  10.35  per  cent  on 

capital  stock  outstanding. 

Unappropriated  Surplus  ....       11,372,906  =  56.86  per  cent  on 

capital  stock  outstanding. 

The  wage  increase  went  into  eflfect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
%  of  the  above  estimated  increase  in  wages  or  $1,184,- 
782.81,  should  be  apphed  in  adjusting  the  earnings  of 
the  year  ending  June  30,  1910.  If  such  increase  of  wages 
be  allowed  for,  the  earnings,  nevertheless,  would  remain 
sufficient  to  pay: 

Dividends  on  stock,  25  per  cent. 

Balance  for  reserves,  12.59  per  cent. 

3.    PITTSBURG  &  LAKE  ERIE  RAILROAD  COMPANY 
(Fiscal  year  ending  December  31,  1909) 

Estimated  increase  in  wages  for  one  year $371  906.47 

Gross  Operating  revenue  .  .  .  $14,838,948 
Capital  Stock  outstanding  .  .  .  15,000,000 
Net  Operating  Income    ....      8,214,288  =  34.98   per   cent   on 

cost  of  Road  and  Equipment 
Corporate  Net  Income  for  the  year    7,615,598  =  50.77  per  cent  on 

capital  stock  outstanding 
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Dividends  paid 


Unappropriated  Surplus 


7,499,993  ^  =  50    per    cent    on 
capital  stock  outstanding. 

10,479,796  =  69.86  per  cent 
capital  stock  outstanding 


on 


The  wage  increase  went  into  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
%  of  the  above  estimated  increase  in  wages,  or  $278,930, 
should  be  applied  in  adjusting  the  earnings  of  the  year 
ending  June  30,  1910.  If  such  increase  of  wages  be  al- 
lowed for  the  earnings  nevertheless  would  remain  suffi- 
cient to  pay: 

Dividends  on  stock,  48.91  per  cent. 


4.    LAKE   SHORE    &   MICHIGAN    SOUTHERN  RAILROAD 

COMPANY 

(Fiscal  year  ending  December  31,  1909) 

Estimated  increase  in  wages  for  one  year $1,480,747.47  ^ 

Gross  Operating  Revenue  .    .    .     $45,110,997 

Capital  Stock  outstanding  .    .    .       50,000,000 

Net  Operating  Income    ....       15,549,523  =  15.34  per  cent  on 

cost  of  Road  and  Equipment 

Corporate  Net  Income  for  the  year  11,654,361  =  23.308  per  cent  on 

capital  stock  outstanding 

Dividends  paid 5,935,980  =  12  per  cent  on  cap- 
ital stock  outstanding 

Unappropriated  Surplus  ....       27,166,038  =  54.33  per  cent  on 

capital  stock  outstanding 

The  wage  increase  went  into  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
%  of  the  above  estimated  increase  in  wages,  or  $1,110,- 
560.61,  should  be  apphed  in  adjusting  the  earnings  of  the 
year  ending  June  30,  1910.     If  such  increase  of  wages 

*  This  amount  includes  extra  dividends,  amounting  to  forty  per  cent. 

*  Includes  estimated  increase  on  the  whole  system. 
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be  allowed  for,  the  earnings,  nevertheless,  would  remain 
sufficient  to  pay: 

Dividends  on  stock,  12  per  cent. 

Balance  for  reserves,  9.21  per  cent. 


5.    LEHIGH  VALLEY  RAILROAD  COMPANY 

Estimated  increase  in  wages  for  one  year S820  502.60 

(Figures  made  up  as  of  June  30,  1910) 
Gross  Operating  Revenue   .    .    . 
Capital    Stock    Outstanding^ 

Preferred,  $     106,300  I 

Common,   40,334,800         J 


$38,151,174 
40,441,100 


Net  Operating  Income 

Corporate  Net  Income  for  the 
Year 


13,541,920  =  22.04  per  cent  on 
cost  of  Road  and  Equipment 


8,137,400  =  20.12  per  cent  on 

.  capital  stock  outstanding 

Dividends  paid 2,430,703  =  10  per  cent  on  pre- 
ferred   stock    outstanding, 
and  6  per  cent  on  common 
stock  outstanding 
Additions  and  Betterments    .    .  (Cr)  2,596,901  ^ 
Sinking    and    Special    Reserve 

Funds     .  • (Cr)  95,547 « 

Unappropraited  Surplus     .   .   .       27,219,780  =  67.48  per  cent  on 

common  stock  outstanding 

The  wage  increase  went  intty  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
'%  of  the  above  estimated  increase  in  wages,  or  $615,376.- 
95,  should  be  applied  in  adjusting  the  earnings  of  the  year 
ending  June  30,  1910.    If  such  increase  of  wages  be  al- 

»  Includes  credit  for  expenditures  for  additions  and  betterments  durine  the 
fiscal  years  1908,  1909,  1910  transferred  to  Road  and  Equipment,  and  to  ad- 
vances to  subordinate  lines,  $3,440,778. 

*  Credit  balance  of  general  reserve  fund  written  off. 
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lowed  for,  the  earnings,  nevertheless,  would  remain  suffi- 
cient to  psiy: 

Dividends  on  preferred  stock,  10  per  cent. 

Dividends  on  common  stock,  6  per  cent. 

Balance  for  reserves,  12.62  per  cent. 

On  December  21,  1910,  this  Company  increased  the 
dividend  rate  on  its  common  stock  to  10  per  cent. 


6.    DELAWARE   &  HUDSON  RAILROAD  COMPANY 


(Fiscal  year  ending  December  31,  1909) 
Estimated  increase  in  wages  for  one  year 


Gross  Operating  Revenue 
Capital  Stock  outstanding  .  .  . 
Net  Operating  Income  .... 
Corporate  Net  Income  for  the 
year 


$397,686 


$19,525,859 

42,501,000 

8,067,379 


Dividends  paid 


5,194,839  =  12.22  per  cent  on 
capital  stock  out- 
standing 

3,825,090  =  9  per  cent  on  capi- 
tal  stock  outstand- 
ing 
Unappropriated  surplus  ....       11,079,485  =  26.07  per  cent  on 

capital    stock    out- 
standing 

The  wage  increase  went  into  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
%  of  the  above  estimated  increase  in  wages,  or  $298,- 
264.50,  should  be  applied  in  adjusting  the  earnings  of  the 
year  ending  June  30,  1910.  If  such  increase  of  wages  be 
allowed  for,  the  earnings,  nevertheless,  would  remain  suf- 
ficient to  pay: 

Dividends  on  stock,  9  per  cent. 

Balance  for  reserves,  2.52  per  cent. 
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7.    PENNSYLVANIA  RAILROAD  COMPANY 

Estimated  increase  in  wages  for  one  year    ....      $7,052,573.80  . 

(Figures  made  up  as  of  June  30,  1910) 


Gross  Operating  Revenue 
Capital  Stock  Outstanding 
Net  Operating  Income    . 


.   .     $105,941,130 
.   .      412,590,974 

.    .        43,739,020  =  11.19  per  cent  on 

cost     of    Road 

Corporate  Net  Income  for  quipm 

^^  ^^^^ 40,587,818  =  9.84  per  cent  on 

capital       stock 

T\-  'J     J        . ,  outstandiner 

Dividends  paid 21,746.160  =  6    per    cent    on 

capital       stock 


Additions  and  Betterments 
made      

Sinking  and  Special  Reserve 
Funds     

Unappropriated  Surplus      . 


15,743,789 


447,20ej 


outstanding 
3.90    per    cent 
_.       on    capital 
stock       out- 
standing 
29,879,203  =7.24    per  cent  on 

capital  stock 
outstanding 
The  wage  increase  went  into  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
V4  of  the  above  estimated  increase  in  wages,  or  $5,289*- 
430.35,  should  be  applied  in  adjusting  the  earnings  of  the 
year  ending  June  30,  1910.  If  such  increase  of  wages  be 
allowed  for,  the  earnings,  nevertheless,  would  remain  suffi- 
cient to  pay: 

Dividends  on  stock,  6  per  cent. 

Balance  for  reserves,  3.28  per  cent. 

The  Stockholders  of  the  l^ennsylvania  Company  have 
received  from  time  to  time  in  addition  to  regular  cash 
dividends  salable  rights  to  subscribe  for  stock,  and  there 
also  have  been  invested  in  the  property  annually  large 
surplus  earnings.     (Record,  pp.  1961-1972.) 
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"  Mr.  Brandeis.  Mr.  McCrea,  it  is  a  fact,  is  it  not,  that  during  the 
12  months  last  past  in  which  falls  this  application  of  the  Pennsyl- 
vania Railroad  for  a  wholesale  increase  of  rates,  that  the  stock- 
holders of  the  company  have  received  in  cash  or  its  equivalent  12 
per  cent  upon  the  stock? 

Mr.  McCrea.    No,  sir;  that  is  not  correct. 

Mr.  Brandeis.  They  have  received,  have  they  not,  a  regular 
dividend,  at  the  rate  of  0  per  cent? 

Mr.  McCrea.  Yes,  sir. 

Mr.  Brandeis.  And  rights  to  additional  stock  which  was  sold  upon 
the  market,  or  could  have  been  sold,  by  the  stockholders,  at  an 
average  price  of  eight  dollars  a  share;  that  is,  the  rights  sold  at  S8 
a  share,  which  $S  added  to  the  $0  regular  dividend,  makes  $14 
a  share;  is  not  that  a  fact? 

Mr.  McCrea.  That  is  a  fact,  but  that  fact  is  not  the  result  that 
was  based,  as  you  put  it,  on  the  12  months  which  have  been  under 
consideration  and  are  given  here.  The  facts,  as  I  have  previously 
stated  have  been  that  in  ten  years  there  was  $116,000,000  of  money, 
surplus  money,  much  of  which  could  have  gone  perfectly  legally  and 
legitimately  to  the  stockholders,  but  which  was  taken  away  from 
them  and  was  put  into  the  property. 

Then  this  money,  this  $80,000,000  increase  in  stock  was  for  the 
purpose  of  paying  off,  first,  $20,000,000  of  old  mortgage  that  was 
paying  6  per  cent,  and,  second,  paying  $60,000,000  worth  of  5  per  cent 
notes  which  we  had  to  sell  three  years  previously,  and  at  the  time 
when  we  could  not  sell  any  of  our  securities. 

Therefore  it  seems  to  me  nothing  but  legitimate  and  fair  that  the 
stockholders  should  have  this  opportunity  of  taking  stock  at  par, 
which,  so  far  as  the  market  was  concerned,  was  rating  higher.  Be- 
sides that,  one  of  the  other  very  large  and  important  roads  of  this 
country,  which  was  paying  an  8  per  cent  dividend,  had  just  given  its 
stockholders  an  opportunity  to  take  their  stock  at  25  per  cent  pre- 
mium, and  it  fell  absolutely  flat. 

Mr.  Brandeis.  You  refer  to  the  New  Haven,  I  suppose? 

Mr.  McCrea.  I  mention  no  names.  It  fell  absolutely  flat,  and  it 
had  to  be  issued  at  par.  Now,  under  these  conditions  that  oppor- 
tunity was  given  to  the  stockholders. 

Mr.  Brandeis.  I  think,  Mr.  McCrea,  you  misunderstood  me.  I 
did  not  ask  you  whether  this  14  per  cent,  which  was  distributed  to 
stockholders  through  rights  and  through  the  regular  dividend,  was 
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the  result  of  the  operations  of  that  year.  What  I  asked  was  merely 
whether  It  was  not  a  fact  that  during  those  twelve  months  the  stock- 
holders had  received  in  cash  or  its  equivalent,  an  amount  equal  to 
14  per  cent  upon  the  capital  stock;  and  I  understand  you  to  say  that 
that  statement  is  correct? 

Mr.  McCrea.  Yes.  I  did  not  understand  you  quite  that  way. 
however.  I  considered  that  you  were  putting  it  as  covering  the  pre- 
vious year.  ^ 

Mr  Bhandeis.  Now,  is  it  not  also  a  fact  that  during  this  same 
period  of  12  months  there  had  accumulated  surplus  profits  which 
were  applied  either  in  the  way  of  betterments  or  upon  sinking  funds 
or  m  some  extraordinary  fund,  or  retained  in  the  surplus  to  an 
amount  aggregating  about  $12,000,000,  which  sum  is  equivalent  to 
^M  per  cent  on  the  capital  stock?   That  is  true,  is  it  not? 

Mr.  McCrea.  Why,  I  think  so.  I  have  just  testified  there  has  been 
on  an  averagefor  the  last  ten  years  -  not  last  year,  but  the  last  ten 
years  -  $12,000,000  of  surplus  that  has  been  put  back  into  the 
property.  I  have  given  the  reasons  why  I  thought  it  was  wise,  as  a 
conservative  policy. 

Mr.  Brandeis.  Now,  is  it  not  also  a  fact,  Mr.  McCrea,  that  with 
the  exception  of  the  year  1901  the  cash  returned  to  the  stockholders 
of  the  Pennsylvania  RaUroad  Company  was  greater  during  the  last 

XT     T  '*  ^^^  ^^"^ '°  *"y  y^*""  <l""ng  the  last  ten? 

Mr.  McCrea  I  do  not  know  that  I  quite  catch  your  question. 
Uf  course  there  has  been  more  of  our  money  expended  in  dividends 

«!^".^''^«^^*'*^''  **"*  ''^"  increased  from  about  $300,000,000  to  over 
^Uu,(XK),(XX). 

Mr.  Brandeis.  I  was  not  asking  for  that. 

Mr.  McCrea.  I  did  not  catch  your  question  then. 

Mr.  Brandeis  I  was  asking  whether  the  amount  reahzed  or  realiz- 
able m  cash,  either  through  the  regular  dividend  itself,  or  through 
the  salable  rights,  during  the  last  12  months,  has  not  been  greater 
than  m  any  period  of  12  months  during  the  last  ten  years;  and  I 
called  attention  specifically  to  the  fact  with  one  exception,  and  that 
was  the  year  1901,  when  the  dividend  was  6  per  cent,  as  in  this  year 
and  the  average  price  at  which  the  rights  were  sold  was  $9  going  up 
from  $8  to  $11  or  $12.  That  was  the  question,  whether  with  the  ex- 
ception  of  the  year  1901  when  the  rights  (and  of  course  upon  a  much 
smaller  issue  of  stock)  were  sold  on  an  average  of  $9,  whether  this 
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has  not  been  for  the  stockholders  of  the  Pennsylvania  Railroad  the 
most  profitable  year  in  cash  returns. 

Mr.  McCrea.  Taking  into  consideration  their  being  allowed  to 
subscribe  to  stock  at  par,  perhaps  that  is  true.  But  I  do  not  see  why 
it  should  all  be  concentrated  in  one  year,  and  I  do  not  see  why,  if 
you  are  going  to  cover  it  for  a  period  going  back  to  1901,  you  should 
not  also  take  into  consideration  the  amount  that  the  stockholders  had 
to  pay  in  the  way  of  premiums  on  the  issue  that  was  made  in  1905, 
I  think,  where  they  paid  120  for  their  right  to  subscribe. 

Mr.  Brandeis.  But  the  stock  that  was  issued  during  the  last  12 
months  as  in  1901,  was  stock  issued  at  par,  was  it  not? 

Mr.  McCrea.  Yes.  Do  not  misunderstand  me.  I  do  not  want  to 
befog  any  of  the  issues  that  are  before  us  by  failing  to  answer  any 
of  these  questions  that  you  may  put  out,  or  by  bringing  up  any  other 
matters.  But  it  does  not  alter  for  one  minute  the  principle  that  is 
involved  in  this  question.  You  may  put  all  this  over,  but  it  does  not 
involve  that  which  the  Commission  has  to  consider. 

Mr.  Brandeis.  Well,  Mr.  McCrea,  there  may  be  different  points 
of  view  to  be  considered? 

Mr.  McCrea.  Yes,  but  for  myself,  I  do  not  want  my  answers  to 
befog  the  issues. 

Mr.  Brandeis.  I  shall  endeavor  to  be  as  clear  as  I  can.  You  spoke 
of  these  years  being  exceptions  —  the  past  12  months  and  the  year 
1901  —  in  the  large  return  from  rights.  I  will  ask  you  whether  this 
is  not  also  a  fact,  that  taking  the  period  of  ten  years  to  which  I  refer, 
the  average  return  to  stockholders  from  the  sale  of  rights  (in  case  they 
did  sell  them  as  they  had  the  opportunity)  was  not  equivalent  to 
about  $2.50  a  share  per  year;  so  that  in  the  cash  returns  the  stock- 
holders have  received  (wherever  they  converted  their  rights  into  cash) 
in  addition  to  dividends,  which  averages  6.15  per  cent  they  received 
83^  per  cent  upon  the  capital  stock? 

Mr.  McCrea.  Have  you  charged  against  that  the  amount  of  pre- 
mium that  they  paid? 

Mr.  Brandeis.  I  am  saying  this  is  the  amount  of  cash.  The 
amount  of  premium  they  paid  was  a  premium  that  was  paid  upon  a 
very  small  amount  of  stock. 

Mr.  McCrea.  I  beg  your  pardon. 

Mr.  Brandeis.  I  do  not  mean  small  as  compared  with  what 
figures  we  are  used  to  dealing  with,  but  small  as  compared  with  the 
outstanding  capital  of  four  hundred  and  odd  million  dollars. 
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Mr  McCrea.  No.  I  do  not  carry  figures  in  my  mind  very  easilv 
but  they  are  questions  that  can  easily  be  verified.  My  recollection 
IS  that  the  stock  was  mcreased  $100,000,000. 

Mr.  Brandeis.  There  was  a  vote,  but  not  an  increase.  I  think 
you  will  find  there  was  a  vote,  an  authorization,  I  mean 

Mr.  McCrea.  It  is  a  matter  of  very  easy  demonstration.  I  mil 
furnish  a  statement  of  anything  you  want,  if  the  Commission  wants 
to  know  about  it  or  that  you  may  want  the  Commission  to  know. 
I  will  be  glad  to  have  figured  out  and  furnished  to  you  exactly  what 
the  returns  on  the  stock,  to  the  holders  of  the  stock  in  the  Pennsyl- 
vania Eaih-oad,  has  been  for  the  last  ten  years. 

Mr.  GowAN.  I  suppose  you  would  want  incorporated  in  that  state- 
rnent  also  the  effect  of  the  issue  of  stock  upon  the  market  value  of 
tne  stock: 

Mr.  Brandeis  I  will  be  glad  to  have  you  supplement  it  by  any- 
thing which  you  think  ^ill  be  of  value  to  the  Commission 

Mr.  McCrea.  Of  course  you  understand  when  you  take  the  mar- 
ket value  of  the  stock,  say  a  thousand  shares  of  stock  before  the 
increase  and  then  take  the  value  of  the  stock  after  the  increase,  the 
falling  of}  was  greater  than  the  gain  that  had  been  made  by  the 
dividends.  In  other  words,  so  far  as  that  is  concerned,  if  you  took 
the  shrinkage  in  value  into  consideration,  there  was  a  loss  in  it  to  the 
stockholders.    However,  I  will  furnish  you  with  all  of  those  figures. 

Mr.  Brandeis.  I  think  you  will  find  that  was  not  the  fact  ordina- 
rily, although  Tvith  the  falling  market  we  have  had  during  part  of 
the  summer  it  may  chance  to  be  the  fact.  I  think  you  will  find  if 
you  go  through  the  stock  market  returns,  in  connection  with  Pennsyl- 
vama  issues,  that  the  stock  always  proved  to  be  worth  more  than  the 
aggregate  - 1  mean  above  par  -  of  the  rights  which  it  was  necessary 
to  enable  one  to  secure  the  stock." 

During  the  last  ten  years  the  Pennsylvania  has  ex- 
pended on  Its  New  York  Terminals  about  $100,000  000 
which  have  heretofore  yielded  no  returns,  and  from  which 
an  increase  may  soon  be  expected. 

(Record,  pp.  1972-1973). 

"  Mr.  Brandeis  There  is  another  point  to  which  I  wanted  to  call 
attention  m  regard  to  these  averages,  I  think  part  of  which  has  been 
testified  to.    That  is,  m  the  next  distribution  to  the  stockholders  of 
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cash  or  its  equivalent  there  have  been  through  surplus  accumula- 
tions an  increase  in  the  assets  of  the  corporation,  in  which  all  of  the 
undistributed  assets,  equivalent  to  an  average  upon  all  of  the  stock 
of  the  company  from  year  to  year,  of  about  four  per  cent,  so  that  the 
aggregate  earned  upon  this  stock,  including  that  which  came  to  the 
stockholders  in  the  way  of  cash  dividends,  in  the  way  of  salable 
rights,  and  in  the  way  of  additions  to  the  surplus  of  the  company, 
however  applied,  was  more  than  12  per  cent  upon  the  stock  of  the 
company  for  each  year  during  the  last  ten  years. 

Mr.  McCrea.  If  so,  I  am  very  much  surprised.  I  only  know,  as 
a  stockholder,  what  I  have  been  getting,  what  returns  came  to  me, 
and  what  there  is  any  likelihood  of  my  being  able  to  accrue. 

Mr.  Brandeis.  Let  me  see  whether  you  have  not  misunderstood 
my  question. 

Mr.  McCrea.  I  think  likely  I  have.  I  do  not  follow  the  drift  of 
a  good  deal  of  what  you  are  saying. 

Mr.  Brandeis.  I  think  it  may  be,  if  I  am  permitted  to  say  so, 
Mr.  McCrea,  that  you  are  thinking  of  arguing  the  question  with 
me  instead  of  simply  answering  yes  or  no  or  with  any  qualification, 
particular  questions  I  have  put  to  you.  I  have  not  undertaken  to 
argue  this  at  all,  but  merely  to  ask  a  question  and  to  see  whether  the 
fact,  as  I  understand  the  fact  to  be,  is  correct. 

Mr.  McCrea.  All  right.  My  answer  to  your  question  is  that  I 
cannot  say;  I  have  never  had  the  matter  presented  in  that  way;  I 
have  never  thought  of  it  in  that  way. 

Mr.  Brandeis.  Now,  there  has  been,  has  there  not,  in  addition  to 
this  accumulation  of  surplus  which  has  averaged  for  these  ten  years 
four  per  cent  for  each  of  the  ten  years  upon  the  outstanding  capital 
stock,  and  also  profit  of  the  company,  another  amount  not  derived 
from  income,  but  derived  from  the  purchase  and  sale  of  securities 
(I  mean  not  from  operating  income)  and  adjustments  of  that  nature, 
aggregating  about  S60,000,000. 

Mr.  McCrea.   It  is  beyond  me;  I  do  not  know. 

Mr.  Brandeis.  Which  would  be  equivalent,  averaged  over  the 
whole  period,  to  about  two  per  cent  additional  upon  the  capital 
stock  per  annum,  so  that  we  have  these  figures:  A  cash  dividend 
averaging  a  trifle  over  six  per  cent;  salable  rights  averaging  about 
two  and  one-half  per  cent;  surplus  from  operations  averaging  about 
four  per  cent;  and  profit  from  stock  and  bond  transactions  averag- 
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ing  about  two  per  cent,  making  that  financial  result  to  the  stock- 
holders during  the  period  of  ten  years. 

Now,  I  should  be  glad,  as  you  stated  that  you  could  not  answer 
that,  not  having  looked  at  it  in  that  form,  if  you  would  be  so  good 
as  to  have  that  investigated  and  submit  the  detailed  facts  to  the 
Commission,  kindly  sending  me  a  copy. 

Mr.  McCrea.  It  is  most  delightful  figuring  to  a  stockholder  and 
I  am  one.  My  only  regret  is  that  my  stock  which  was  bought  ten 
years  ago  stands  lower  in  the  market  to-day  than  I  paid  for  it. 

Mr.  Brandeis.  Those  who  are  very  near  an  object  are  frequently 
unable  to  see  all  of  its  beauties. 

Mr.  McCrea.  Surely.  After  all,  the  feature  that  is  up  before 
the  President  of  a  railroad  is  when  financing  his  company,  that  he 
must  know  he  has  something  that  he  can  sell  to  get  the  money  he 
requires.  If  the  investor  would  only  look  at  it  in  that  way,  of  course 
there  would  not  be  the  slightest  difficulty  of  getting  all  the  money 
we  want  anywhere  or  at  any  time.  They  would  be  tumbling  over 
themselves  to  give  it. 

Mr.  Brandeis.  Next,  I  want  to  ask  you  whether  it  is  not  a  fact 
that  during  these  ten  years,  and  practically  spread  over  that  whole 
period,  the  Pennsylvania  Railroad  Company  has  been  making  an 
investment  in  connection  with  the  New  York  terminals,  tunnels  and 
connection  railway,  which  has  exceeded  $100,000,000. 

Mr.  McCrea.  Yes,  sir. 

Mr.  Brandeis.  What  is  the  exact  amount? 

Mr.  McCrea.  The  exact  amount,  as  it  stands  now,  as  I  recall, 
is  S97,000,000.  We  figure  that  the  final  cost  of  it  after  selling  certain 
property  that  has  been  bought  in  connection  with  it,  will  be  about 
$108,000,000. 

Mr.  Brandeis.  In  the  last  annual  report  the  figure  given  to 
December  31,  1909,  was  $102,495,000. 

Mr.  McCrea.  Yes.  About  $115,000,000  will  be  the  final  figure. 
Then  we  have,  however,  a  credit  to  that,  consequent  upon  the  sale 
of  property,  of  about  $7,000,000  or  $8,000,000. 

Mr.  Brandeis.  So  that  it  will  be  about  $108,000,000  net? 

Mr.  McCrea.  That  is  correct." 
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II.  In  some  Eailroads  any  Existing  Need  is  Due  to 
Causes  other  than  Necessary  Increase  in  Operating 
Expenses, 

The  following  are  to  be  taken  as  examples  merely: 

1.    NEW  YORK,  NEW  HAVEN  &  HARTFORD  RAILROAD 

COMPANY 

(Figures  made  up  as  of  June  30,  1910) 

Estimated  wage  increase $1,722,566.80 

of  which  according  to  estimate  of  Pres.  Mellen 
in  the  annual  report  to  stockholders  for  the  year 
ending  June  30,  1910  will  be  made  up  by  in- 
crease in  passenger  rates  (P.  10) 858,753.00 

§863,813.00 

Gross  Operating  Revenue  .   .   .   .$62,916,974 

Capital  Stock  outstanding  .    .    .     144,017,425 

Net  Operating  Income 19,329,545  =  11.48  per  cent  on 

cost  of  Road  &  Equipment 

Corporate  Net  Income  for  the  year     11,117,781  =  7.72   per  cent   on 

capital  stock  outstanding  ^ 

Dividends  paid 9,759,081  =  8  per  cent  on  cap- 
ital stock  outstanding 

Additions  &  Betterments  made, 

Sinking  &  Special  Reserve  Funds       19.560  (credit) 

Unappropriated  Surplus   ....     14,196,253  =  9.86   per  cent   on 

capital  stock  outstanding 

The  wage  increase  went  into  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
%  of  the  above  estimated  increase  in  wages,  or  $647,860, 
should  be  applied  in  adjusting  the  earnings  of  the  year 
ending  June  30,  1910.  If  such  increase  of  wages  be  al- 
lowed for,  the  earnings,  nevertheless,  would  remain  suffi- 
cient to  pay: 

*  Compare  this  figure  7.72  with  per  cent  earned  on  capital  stock  in  1909,  6.12, 
and  in  1908,  4.85. 
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Dividends  on  stock,  8  per  cent. 

Balance  for  reserves,  .49  per  cent. 

The  operating  ratio  exclusive  of  taxes  was  62.95  per 
cent  and  including  taxes  was  69.28  per  cent. 

With  an  operating  ratio  of  62.95  per  cent,  yielding 
11.48  per  cent  on  the  cost  of  road  and  equipment,  it  is 
obvious  that  the  additional  charge  of  $863,813.80  on  ac- 
count of  increase  in  wages  would  not  unduly  strain  the 
resources  of  this  Company,  and  that  if  it  required  addi- 
tional revenue  it  must  be  for  other  reasons.  These  are 
to  be  found  in  the  extraordinary  financial  operations  of 
this  Company  in  connection  with  its  policy  of  expansion, 
and  of  securing  a  monopoly  of  transportation  in  New 
England,  resulting  in  the  following  capital  increases  since 
June  30,  1905: 

Capital  stock  from  $80,000,000  to  $144,017,425. 

Fmided  debt  from  $12,004,000  to  $232,052,500. 
although  the  "  Mileage  operated  —  all  tracks  "  remains 
substantially  the  same,  to  wit:    4,245  in  1905,  and  4,459 
in  1910: 

As  an  incident  of  this  expansion,  note  the  following: 
First:  The  issue  as  of  January  1,  1908,  to  stockholders 
at   par  of  $39,025,000.     Six   per  cent   gold   debenture 
bonds,  convertible  into  stock  after  January  1,  1915,  at 
par. 

Second:  The  authorized  issue  to  stockholders  on  Janu- 
ary 1,  1910,  at  $125  per  share  of  454,695  shares  of  stock, 
paying  a  dividend  of  8  per  cent. 

Third:  The  acquisition  of  a  controlling  interest  in  the 
Boston  &  IMaine  stock  largely  by  exchange  share  for 
share  of  8  per  cent  New  Haven  stock  for  stock  of  the 
Boston  &  Maine  now  paying  6  per  cent. 

Fourth:  The  acquisition  of  the  coastwise  steamship 
lines  now  vested  in  the  New  England  Navigation  Com- 


pany at  a  book  cost  of  $54,510,969,  on  which  net  income 
for  the  year  ending  June  30,  1910,  was  $1,618,773.57,  or 
2.99  per  cent  on  the  investment. 

Fifth:  The  acquisition  of  the  equities  in  the  Rhode 
Island  trolley  lines  now  vested  in  the  Rhode  Island  Com- 
pany at  a  book  cost  of  $24,220,978,  on  which  the  net  in- 
come for  the  year  ending  June  30,  1910,  was  $573,565.33, 
or  2.36  per  cent  on  the  investment. 


2.    NEW  YORK  CENTRAL  RAILROAD  COMPANY 

(Figures  made  up  as  of  June  30,  1910) 
Estimated  increase  in  wages  for  one  year $3,590,647 


Gross  Operating  Revenue  .  .  . 
Capital  Stock  outstanding  .  .  . 
Net  Operating  Income    .... 

Corporate  Net  Income  for  the 
year 

Dividend  paid  during  the  year  . 

Unappropriated  surplus      .   .   . 


$101,368,411 
222,729,300 
23,010,920  =  9.12  per  cent  on 
cost  of  Road  and  Equipment 

16,012,771  =  7.19  per  cent  on 
capital  stock  outstanding 

11,147,679  =  5i  per  cent  on 
capital  stock  outstanding 

15,737,803  =  7.06  per  cent  on 
capital  stock  outstanding 

The  wage  increase  went  into  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
%  of  the  above  estimated  increase  in  wages,  or  $2,692,- 
986,  should  be  applied  in  adjusting  the  earnings  of  the 
year  ending  June  30,  1910.  If  such  increase  of  wages  be 
allowed  for,  the  earnings,  nevertheless,  would  remain 
sufficient  to  pay: 

Dividends  on  stock,  5%  P^r  cent. 

Balance  for  reserves,  .98  per  cent. 

This  Company  after  knowledge  of  the  demand  for  in 
creased  wages,  increased  its  dividend  from  5  per  cent  to 
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6  per  cent,  -  5  per  cent  being  the  highest  rate  paid  by 
the  Company  for  seventeen  years,  with  the  exception  of 
tlie  year  1907.    The  increase  in  the  dividend  of  1  per  cent 
on  the  outstanding  capital  stock  amounts  to  nearly   V 
of  the  total  estimated  year's  increase  in  wages 

The  facts  were  thus  explained  by  President  Brown: 

(Record,  pp.  2555-2560.) 

of  Z  P  ^^"^"f^^^-  Now,  Mr.  Brown,  did  Mr.  Morgan,  as  a  member 
of  the  Executive  Committee,  approve  of  the  increase  of  the  dividend 
in  the  year  1910  from  5  to  6  per  cent?  aivmena 

Mr.  W.  C.  Brown.  I  cannot  answer  that;  I  do  not  recall-  I 
cannot  say.    I  would  not  undertake  to  say. 

Jt\.  ^"-™S.  That  increase  was  voted  by  the  Board  of  Directors, 
"  as  It  not i 

Mr.  W.  C.  Brown.  Yes,  sir. 

Mr.  Br.\ndeis.  On  the  12th  of  March? 

Mr.  W.  C.  Brown.  About  that  time;  yes 

Mr  Brandeis  And  for  at  least  two  months  or  three  prior  to  that 
vote  taken  by  the  Board  of  Directors,  you  and  the  other  directors 
were  famihar  with  the  fact  that  a  concerted  demand  upon  the  S 
ern  railroads  was  being  made  for  an  increase  in  wages' 

to  be^mYde^'  ^^''^'''  ^*  ""*'  ^"'^'^  ^''^^  '""'*  *  '^*'""°'*  ^»«  ''^ely 

^£}i:s.^z:t::^''  '^  ^^^  ^^"  ^-^  ^'^  --^-^  - 

Mr.  W.  C.  Brown.  About  that  time. 

Mr.  Brandeis.  That  is,  three  months  previous;  and  Mr  Willard 
referred  to  the  fact  that  when,  on  January  15th,  he  beerme  P  esi 
dent  of  the  Baltimore  &  Ohio,  there  was  already  a  coSee  there 
wamng  to  make  the  demand  upon  him  for  the^ncrease.    So  tha 

r^T  It"  7^'^""  ^^l'"^  '^  ''''''^''  '^'  ^i^i^-^d  from  5  to  6  per 
cent,  they  did  it  with  full  knowledge  that  the  employees  of  this 
road,  m  common  with  those  of  the  other  roads,  were  demanding  an 
increase  of  compensation?  "i»"uiiig  an 

Mr'  ZPj  ^""""T  ^Y'^'""  ^'''  ^"^"S  ^^  ^^'^^"d  ^^  increase. 

•        .  o^"""^'^-  ^^''    ^^  '^  ""^^  a  ^act  that  for  17  years  -  that  is 

smce  1893 -with  the  exception  of  one  single  year  Te  diSend 

rate  upon  the  New  York  Central  has  not  been  as  high  as  it  ttXt 

smce  you  increased  that  dividend?  ^ 
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Mr.  W.  C.  Brown.  I  could  not  testify  in  regard  to  that.  The 
statements  of  the  road  will  show  what  that  dividend  was. 

Mr.  Brandeis.  The  statements  of  the  road  will  show  it;  and  I 
want  to  call  your  attention  to  it,  because  you  used  the  expression, 
"restoring  the  dividend."  It  appears  from  the  reports  accessible 
to  me  that  there  was  but  one  such  year,  and  that  was  1907,  when 
the  rate  was  6  per  cent;  and  in  all  other  years  the  rate  was  either 
5  per  cent  or  less  than  5  per  cent.  So  that  with  full  knowledge  of 
this  wage  increase  pending,  and  with  knowledge  of  the  other  facts 
that  have  been  testified  to  as  to  the  financial  condition  of  the  com- 
pany, this  company  of  which  the  greatest  banker  of  the  world  was 
a  member,  increased  the  rate  of  dividend? 

Mr.  W.  C.  Brown.  Yes,  sir. 

Mr.  Brandeis.  Is  it  not  a  fact  that  by  increasing  that  rate  of 
dividend  you  disabled  yourself  to  the  extent  of  $1,786,000  a  year 
from  laying  by  that  surplus  from  which  betterments  and  improve- 
ments may  be  made,  which  you  deemed  and  you  say  the  bankers 
deemed  to  be  a  proper  and  necessary  incident  of  a  railroad  which 
should  deserve  good  credit? 

Mr.  W.  C.  Brown.  Yes,  sir;  but  — 

Mr.  Brandeis.  And  did  you  — 

Mr.  Clyde  Brown.  Wait  a  moment;  Mr.  Brown  has  not  finished 
his  answer: 

Mr.  W.  C.  Brown.  But  in  doing  that  we  increased  a  dividend 
that  was  less  than  the  men  who  held  the  securities  of  the  New  York 
Central  Railroad  could  have  gotten  on  a  first  class  farm  mortgage  — 
a  dividend  about  equal  to  the  product  of  the  four  per  cent  bonds 
that  we  were  selling;  for  those  bonds  are  to-day  selling  almost  on  a 
five  per  cent  basis,  if  we  can  sell  them  at  all.  And  the  same  reason 
that  made  an  increase  in  wages  logical  and  necessary  applied  to  the 
people  who  held  the  stock  of  the  New  York  Central  Railroad. 

Mr.  Brandeis.  Taking  the  people  who  held  the  stock  of  the  New 
York  Central  Railroad,  do  you  not  concede  that  it  was  your  duty, 
and  the  duty  of  the  fellow  directors  of  the  New  York  Central  Rail- 
road, if  such  a  surplus  is  necessary  for  the  maintenance  of  its  credit, 
to  withhold  the  granting  of  the  dividend  at  a  time  when  you  know 
demands  for  increase  of  wages  are  to  be  made  which  necessarily  will 
impair  a  portion  of  your  net  revenues  applicable  for  the  payment  of 
dividends  and  taking  care  of  your  other  charges? 

Mr.  W.  C.  Brown.  No,  sir;  I  do  not. 
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Mr.  Brandeis.  Was  the  question  considered  at  your  directors' 
meeting  at  which  this  dividend  was  voted  -  what  the  effect^S 
be  upon  the  credit  of  the  New  York  Central  and  upon  its  ability  to 
borrow  money  in  the  markets  of  the  world? 

Mr.  W.  C.  Brown.  I  do  not  recall  whether  it  was  or  not;  but 
there  is  no  question  but  what  the  increase  to  six  per  cent,  i^  my 
opinion,  made  it  possible  to  dispose  of  about  $44,000,000  of  the  stock 
01  tne  company. 

Mr.  Braitoeis.  Is  it  not  a  fact,  Mr.  Brown,  that  the  $44,000,000 

fi  o^  the  company  had  been  disposed  of  before  the  directors 
voted,  on  March  12, 1910,  to  increase  that  dividend? 

Mr.  W.  C.  Brown.  The  entire  issue  has  not  been  disposed  of  yet. 
There  is  not  disposed  of  between  half  a  million  and  a  million  of  that. 

Mr.  Brandeis.  I  do  not  refer  to  trifling  amounts;  but  I  refer  to 
thf^r^K^u  great  portion,  of  that  issue  which  was  taken  by 

^e  stockholders  or  by  the  assignees  of  rights  purchased  in  the  mar- 
ket from  the  stockholders. 

^r.  W.  C.  Brown.  I  think  a  large  part  of  it  had  been  at  that 

.iJ''  ^^f^^'l-  "^*'-.  ^°^  y**  ^^^  *"  that  knowledge  of  financial 
needs,  and  all  that  wealth  of  advice  which  you  could  have  from  the 

T"w  "^  ^"^  *^"^'  y""  ^"t***  ^  »°<^«*««  that  dividend? 
Mr.  W.  C.  Brown.  Yes,  sir. 

Mr.  Brandeis.  And  raised  it  to  a  point  higher  than  it  has  been 

M    w  n"^*""'  ^^^  ^^"^  '"''^P^**"  <>^  the  single  year  1907? 
Mr.  W.  C.  Brown.  Yes,  sir." 

The  stockholders  received,  in  addition  to  their  re^iilar 
dividend  from  time  to  time,  salable  rights  to  subscribe  for 
stock,  which  during  the  past  ten  years  averaged  2.7  per 
cent  a  year.  ^ 

(Record  pp.  2560-2571.) 

"  Mr.  Brandeis.  Mr.  Brown,  you  said  that  this  dividend,  this 
return  which  those  gentlemen,  the  stockholders  (men.  women  and 
children  have  received,  is  less  or  no  more,  or  was  les's  or  no  ^ore 
than  they  rn^ht  have  received  even  upon  a  bond,  or  upon  most 
bonds  I  will  ask  you  whether  it  is  not  a  fact  that  in  these  v^ 
twelve  months  m  which  you  increased  the  rate  of  dividend  from  5  to 
6  per  cent,  these  stockholders  received,  in  addition  to  the  5  per  cent 
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dividend,  rights  convertible  on  the  market  in  cash  at  the  price  of 
from  six  and  three  quarters  to  eight  and  three  quarters  dollars  per 
share,  making  on  an  average  at  least  seven  dollars  extra  dividend  in 
cash  or  its  equivalent  for  this  period  of  twelve  months? 

Mr.  W.  C.  Brown.  I  cannot  testify  in  regard  to  that,  and  I  do 
not  recall  the  date  at  which  the  New  York  Central  stock  receded  to 
or  very  near  par  —  I  think  to  par.  I  am  not  sure  whether  it  was 
after  the  sale  of  this  stock  or  before. 

Mr.  Brandeis.  I  beg  your  pardon;  I  overstated  the  market  price 
of  the  rights. 

Mr.  W.  C.  Brown.  Yes. 

Mr.  Brandeis.  They  varied  from  five  and  a  half  to  six  and  three 
eighths  dollars;  and  the  time  of  the  issue  —  I  speak  subject  to  your 
correction  after  you  have  examined  the  figures  —  was  about  the 
26th  or  28th  of  December.  It  was  voted  at  that  time,  so  that  that 
was  the  price  at  the  beginning  of  the  year. 

Mr.  W.  C.  Brown.  Yes,  sir. 

Mr.  Brandeis.  I  will  ask  you,  further,  whether  in  giving  these 
figures  to  the  Commission  this  morning  in  answer  to  the  question 
presented  by  your  counsel  —  I  think  it  was  by  your  counsel,  but 
perhaps  that  is  an  immaterial  point  —  whether  in  giving  the  figures 
in  regard  to  the  dividends  paid  by  the  New  York  Central,  you  have 
not  ignored  that  dividend  or  those  dividends  paid  from  time  to  time 
by  way  of  rights  salable  upon  the  market? 

Mr.  W.  C.  Brown.  I  do  not  think  they  were  included  in  the 
computation. 

Mr.  Brandeis.  I  wish  you  would  verify  the  figures  and  advise  the 
Commission  whether  it  is  not  a  fact  that  the  average  covering  the 
period  of  the  last  ten  years  derived  by  your  stockholders  or  derivable 
by  them  from  a  sale  on  the  market  of  rights,  taking  the  average  of 
the  highest  and  the  lowest  prices,  was  $2.70  a  share  each  year. 

Commissioner  Clark.  Mr.  Brandeis,  what  do  you  figure  the  sale 
of  these  rights  that  you  referred  to,  as  to  this  last  issue  of  stock  was 
worth  to  the  stockholders  of  the  New  York  Central  Railroad? 

Mr.  W.  C.  Brown.  I  figure  that  it  was  worth  to  the  stockholders, 
in  the  sense  of  getting  cash  —  by  that  I  mean  the  immediate  cashing 
in  of  the  transaction  — 

Commissioner  Clark.  Whether  they  cashed  in  or  not? 

Mr.  Brandeis.  Well,  acting  on  the  assumption  that  they  cashed 
in,  I  assume  necessarily  that  it  was  worth  over  six  dollars  a  share; 
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that  is,  for  all  those  who  sold  it  it  was  equivalent  to  six  dollars  a 
share. 

Commissioner  Clark.  On  the  capitalization? 

Mr.  Brandeis.  On  the  whole  capitalization  of  the  company  at 
that  time. 

Commissioner  Clark.   How  much  stock  was  issued? 
Mr.  Clyde  Brown.  Forty-four  million  dollars.    * 
Mr.  Brakdeis.   There  was  forty-four  million  dollars  of  stock  issued 
on  the  basis  of  25  per  cent.    That  is,  each  four  shares  of  stock  was 
entitled  to  one  share  of  new  stock.    The  right,  therefore,  at  six  dollars, 
was,  for  each  share  of  stock  -  four  shares  together  would  be  entitled 
to  a  hfth.    Four  times  six  are  twenty-four.    Four  times  seven  and 
three-eighths  ran  it  up  to  132  or  134  or  135  or  136.     I  think,  as  a 
matter  of  fact,  the  market  price  of  the  stock  at  that  time  was  in  the 
neighborhood  of  140,  because,  of  course,  the  rights  — 
Mr.  W.  C.  Brown.  At  what  time? 
Mr.  Brandeis.  At  the  time  these  rights  were  being  sold. 
Mr.  W.  C.  Brown.  You  mean  these  last  ones? 
Mr.  Brandeis.  These  last  ones. 

Mr.  W.  C.  Brown.   It  was  not  within  about  twenty  points  of  that 
^   Mr.  Brandeis.  Mr.  Brown,  let  me  just  point  this  out  to  vou.    It 
IS  merely  a  question,  of  course,  of  reasoning  for  a  moment.  ^If  I  am 
correct  m  the  figures  which  have  been  furnished  me  —  and  I  think  I 
have  them  from  "The  Financial  Chronicle"  -  that  these  rights  were 
selling  for  from  5J^  to  6^  on  the  market,  and  each  share  was  entitled 
only  to  one-fourth  of  a  share,  it  took  four  rights  to  get  one  share  of 
stock.    At  the  lowest  price  that  stock,  convertible  just  at  the  right 
price,  would  have  been  122.    At  the  highest  price,  it  would  have  been 
16Z.    But  as  a  matter  of  fact  the  market  on  stock  is  almost  always, 
as  you  know  a  certain  number  of  points  (varying  according  to  the 
time  when  the  installments  are  payable,  very  much)  above  the  cost 
ot  the  aggregate  of  the  number  of  rights  plus  par.    So  that  I  think  it 
IS  safe  to  say  that  during  a  portion  of  this  time,  at  least,  it  must  have 
been  between  132  and  140.    Just  where  it  was  is,  of  course,  unim- 
portant.    The  only  thing  that  is  important  for  me  is  the  question  as 
to  the  market  value  of  the  right.    Now,  Mr.  Commissioner,  your 
question  was  what  it  was  worth  other  than  that  — 
Commissoner  Clark.   No,  that  is  it. 
Mr.  Brandeis.  That  was  the  question. 
Mr.  Clyde  Brown.  You  assume,  of  course,  Mr.  Brandeis,  that 
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if  the  rights  on  this  entire  $44,000,000  had  been  offered  for  sale  they 
would  have  brought  this  premium  in  the  market? 

Mr.  Brandeis.  Every  single  stockholder  had  the  option  of  either 
selling  his  right  on  the  market  or  of  investing  it  in  stock;  and  some 
could  sell  part  and  invest  part,  as  was  undoubtedly  done. 

The  Chairman.  Let  me  see  if  I  understand  that  transaction,  Mr. 
Brandeis.  A  stockholder  had  the  option  of  taking  this  additional 
issue  at  par;  his  pro  rata  share? 

!Mr.  Brandeis.   His  pro  rata  share  at  par. 

The  Chairman.  And  at  about  what  price  was  the  stock  selling 
at  that  time? 

Mr.  Brandeis.  I  have  not  the  quotations  here  at  the  moment; 
but  judging  from  the  price  of  the  rights  it  must  have  been  some- 
where between  —  at  different  times  during  the  period  in  which  one 
could  subscribe,  it  must  have  been  somewhere  between  124  and  140; 
and  it  varied. 

The  Ch.\iraian.  What  is  it  now? 

Mr.  BR.1NDEIS.  I  do  not  know,  and  I  do  not  care.  But  what  is 
important  is  this  — 

The  Chairman.  Then,  are  you  not  assuming,  in  all  that,  that  the 
stockholders  could  have  taken  that  $44,000,000  of  additional  stock 
and  sold  it  right  off  for  cash  at  132? 

Mr.  Brandeis.  I  do  not  assume  that.  I  do  not  assume  it  at  all, 
Mr.  Chairman.  I  do  want  to  explain  my  position  on  this  point,  be- 
cause it  has  some  significance. 

The  question  is  what  you  are  taking  out  of  this  property.  These 
gentlemen  say,  "We  must  have  higher  rates  in  order  that  a  surplus 
may  be  laid  by  which  will  maintain  the  credit  of  the  road."  Now, 
there  are  two  ways  of  getting  a  surplus.  One  way  is  by  earning 
more.    The  other  way  is  by  paying  out  less. 

The  Chairman.  Pardon  me:  Are  you  not  assuming  that  the  rights 
for  the  whole  forty-four  millions  could  have  been  immediately  sold 
at  five  or  six  dollars? 

Mr.  Brandeis.  It  is  a  question  of  justice  to  the  stockholder;  and 
I  am  assuming  what  is  undoubtedly  a  fact  —  that  any  stockholder 
who  chose  could  have  converted  his  right  into  cash  at  the  moment 
if  he  did  not  prefer  to  have  an  investment  for  the  future.  Now,  a 
great  many  of  them  did  do  it.  Others  did  not  do  it.  Those  others 
who  did  not  do  it  acquired  for  one  hundred  dollars  what  was  then 
worth  in  the  market  anywhere  from  S124  or  $128  to  $140.    \Miat  I 
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am  calling  attention  to  is  this:  There  has  been  made  here  constantly, 
reiterated  by  each  one  of  the  presidents  who  have  spoken,  and  by 
others,  the  statement  that  the  stockholders  get  only  a  beggarly 

(without  using  that  expression)  6  or  5  or  6  or  4  or  7  per  cent.  Now, 
that  is  absolutely  inaccurate.  They  get  that  as  a  regular  dividend, 
but  they  have  gotten  something  else  —  money,  or  its  equivalent  in 
the  market.  And  that  equivalent,  which  they  have  gotten,  if  they 
did  not  convert  it  into  money,  has  gone  into  another  thing  which  is 
drawing,  as  you  will  see  in  this  particular  instance,  at  the  present 
time,  6  per  cent,  and  is  a  leech  in  the  sense  of  the  large  dividend 
which  is  paid  upon  the  property. 

I  have  no  question,  and  I  believe  the  Commissioners  can  have  no 
question,  upon  the  facts  which  have  been  presented  here,  that  to 
have  increased  the  rate  of  dividend  when  they  did,  and  to  have  given 
away  anything  to  stockholders,  if  there  was  another  way  of  financing 
the  necessities  of  this  road,  was  something  that  in  the  conservative, 
wise  and  efficient  management  of  this  property  ought  not  to  have 
happened.  But  what  I  wanted  to  call  attention  to  is  something 
which  Mr.  Brown  had  overlooked,  viz.:  That  while  the  regular  rate 
of  dividend  was  a  certain  figure,  the  stockholders  had  gotten,  in  the 
shape  of  cash  or  a  "melon"  or  a  "plum,"  or  whatever  you  wish  to 
call  it,  some  other  thing  which  has  in  all  this  decade  been  more  than 
equal  to  half  of  the  dividend  paid.  That  is,  the  cash  value  of  the 
right,  averaged  over  each  year,  has  been  more  than  one-half  of  the 
dividend.  It  has  been  equivalent  to  more,  therefore,  than  5  per  cent 
or  55^  —  5  per  cent  plus  2.  It  has  been,  perhaps,  5.15  or  5.25,  plus 
2.75.  That  would  have  made  the  equivalent  of  8  per  cent  which 
every  stockholder  of  the  New  York  Central  has  gotten  during  the 
last  ten  years,  unless  he  has  chosen,  in  lieu  of  cashing  his  right,  to 
take  new  stock.    Now,  that  is  true;  is  it  not? 

Mr.  W.  C.  Brown.  No,  sir,  and  I  would  like  to  ask  you  this 
question:  Suppose  a  shareholder  avail  himself  of  his  right  to  take 
that  stock  at  par.  You  say  that  is  equivalent  to  six  per  cent  or  what- 
ever it  was  —  S6  a  share  if  he  took  it. 

Mr.  Brandeis.  On  the  present  rate  of  dividend. 

Mr.  W.  C.  Brown.  But  three  months  later,  when  the  stock  went 
to  par,  what  did  he  have  then? 

Mr.  Brandeis.  If  he  had  not  been  fortunate  in  selling  it,  he  had  his 
stock  then,  and  would  get  whatever  dividend  the  Company  would  pay. 

Mr.  W.  C.  Brown.  He  had  his  stock  then  worth  par. 
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Mr.  Brandeis.  That  is  true  of  everything.  You  cannot  have 
your  cake  and  eat  it  too.  If  you  have  stock  and  it  fluctuates  in  value, 
if  it  goes  up  it  is  worth  something  more.  When  the  man  had  Lake 
Shore  stock  and  it  went  to  200  and  went  to  300  and  went  to  370  and 
400,  he  got  the  advantage  of  having  held  Lake  Shore  stock.  When 
years  ago  a  man  who  had  bought  Atchison  at  125,  saw  it  go  down  to 
two  or  three  or  four,  he  had  the  misfortune  of  seeing  his  stock  go 
down,  and  so  it  may  be  with  the  New  York  Central.  I  saw  that  every 
stockholder  who  has  been  here  —  let  me  ask  you  whether  or  not  it  is 
a  fact  that  you  have  failed  to  mention  that  which  the  stockholder  got 
out  of  it,  and  it  is  immaterial  whether  he  gets  out  of  it  as  a  direct 
dividend  or  an  indirect  dividend. 

Mr.  W.  C.  Brown.  Of  course  you  have  asked  that  question.  I 
say  this  in  answer  to  it,  that  it  would  not  have  been  possible  for  the 
New  York  Central  to  have  sold  $44,000,000  of  stock  on  the  market 
without  putting  that  stock  down  to  ninety,  I  believe.  Even  with  the 
precautions  taken,  it  went  to  within  a  few  points  of  par.  I  think  to 
have  attempted  to  sell  the  $44,000,000  to  the  public  generally  would 
have  resulted  in  putting  that  stock  below  par. 

Mr.  Brandeis.  I  shall  not  quarrel  with  you  on  that  question. 

Mr.  W.  C.  Brown.  It  is  simply  a  matter  of  opinion. 

Mr.  Brandeis.  It  is  not  for  me  to  raise  the  question  why  any  such 
course  as  that  was  pursued,  whether  it  would  have  been  wise,  or 
whether  it  would  have  been  wise  at  all  to  undertake  to  market  that 
amount  of  stock  at  that  time.  All  I  am  asking  you  is  and  all  I  did 
ask  you  was  whether  it  was  not  a  fact  that  the  stockholders,  every 
one  who  wanted  to,  got  that  much  in  cash? 

Mr.  W.  C.  Brown.  They  got  it  if  they  were  successful  in  imme- 
diately selling  their  rights.  If  they  held  their  stock  they  got  nothing, 
because  the  stock  went  down  to  par  within  a  few  months  after  they 
took  the  stock. 

Mr.  Brandeis.  You  spoke  of  immediately  selling  your  rights. 
There  was  no  use  in  going  beyond  the  items  you  gave  of  five  and  one- 
half  to  six  and  three-quarters,  which  covered  the  whole  period  in 
which  a  right  existed,  because  of  course  it  expired  at  a  certain  time. 
It  fluctuated  in  a  very  narrow  margin,  considering  rates  generally, 
between  five  and  one-half  and  six  and  three-quarters." 

TJie  net  income  of  the  New  York  Central  was  largely- 
impaired  by  the  deficit  on  the  Boston  &  Albany  division 
which  had  been  leased  on  the  basis  of  the  New  York 
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Central  paying  eight  per  cent  rental  —  as  a  part  of  its 
policy  of  expansion: 

(Record,  pp.  2571-2574.) 

"  Mr.  Brandeis.  I  want  to  come  to  another  point.  In  answer  to 
a  question  of  Commissioner  Prouty's  I  understood  you  to  say  that 
the  loss  on  the  operations  of  the  Boston  &  Albany  Railroad  was 
about  $3,000,000? 

Mr.  W.  C.  Brown.  Approximately  that,  I  think. 

Mr.  Brandeis.  I  will  ask  you  this  question,  whether  it  is  not  a 
fact  that  the  loss  in  recent  years  was  this,  as  follows:  1906,  $450,181  • 
1907,  $1,339,633;  1908,  $1,624,177;  1909,  $577,349 -those  being 
the  general  figures  —  and  then  for  the  last  year,  to  June  30,  1910, 
the  loss  was  $578,349.    Those  are  the  figures,  are  they  not? 

Mr.  W.  C.  Brown.  I  could  not  say;  I  could  not  testify  to  that 
without  looking  it  up. 

Mr.  Brandeis.  The  last  figure  I  have  only  from  the  report  pub- 
lished in  the  papers. 
Mr.  W.  C.  Brown.  I  assume  they  are  right. 
Mr.  Brandeis.  The  figures  for  the  other  year  I  have  from  a  letter 
which  you  wrote  to  the  Secretary  of  the  Worcester  Board  of  Trade, 
in  which  you  say,  "The  Boston  &  Albany  deficit —  that  is,  the  part 
of  the  8  per  cent  dividend  on  the  stock  of  the  New  York  Central 
Railroad  Company  has  been  called  on  to  make  good  —  is  as  follows," 
and  you  give  for  those  four  years  which  I  enumerated  the  figures! 
gave,  and  the  last  one  I  have  from  the  report  in  the  paper. 

As  you  stated  there  and  here,  that  deficit  is  arrived  at  or  that  loss, 
as  it  was  called,  is  arrived  at  by  the  fact  that  the  New  York  Central 
had  to  pay,  under  its  lease,  in  addition  to  its  fixed  charges,  an  eight 
per  cent  dividend,  and  that  also,  in  addition  to  a  certain  other  divi- 
dend which  the  stockholders  got  out  of  certain  other  assets  which 
you  did  not  take  over,  three-quarters  of  one  per  cent  dividend  in 
addition  to  the  eight  per  cent  dividend  which  is  paid  by  the  New 
York  Central.    That  dividend  is  on  $25,000,000  of  stock,  is  it  not? 
Mr.  W.  C.  Brown.  I  am  not  sure,  but  I  think  so. 
Mr.  Brandeis.  And  consequently  in  1908  that  stock,  in  which 
the  loss  was  $824  earned  less  than  2  per  cent  —  very  materially  less 
than  two  per  cent  —  and  in  1907  a  little  more  than  three  per  cent, 
and  for  this  whole  period  has  been  extremely  disastrous,  apparently, 
so  far  as  the  direct  operations  of  the  road  are  concerned.    Is  not 
that  the  fact? 
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Mr.  W.  C.  Brown.  The  figures  speak  for  themselves.  It  has 
not  been  a  profitable  operation  directly. 

Mr.  Brandeis.  You  use  the  expression  in  that  letter:  "In 
other  words,  of  the  five  years  given,  the  New  York  Central  has  paid 
out  of  its  own  treasury  $4,019,555.71  for  the  privilege  of  operating 
the  Boston  &  Albany  Railroad." 

I  ask  you,  Mr.  Brown,  whether  it  is  in  your  opinion  just  that 
shippers  and  consumers  should  be  called  upon  by  increases  in  freight 
rates  for  what  apparently  are  errors  of  judgment  of  the  management 
in  leasing  property  on  terms  which  even  in  the  best  years  of  business 
are  burdensome  to  the  railroad? 

Mr.  W.  C.  Brown.  No,  in  a  general  way  I  should  say  no. 
,  Mr.  Brandeis.  Taking  this  year  1908,  for  instance,  the  amount  of 
that  deficit  which  has  gone  simply  to  provide  dividends  to  these 
stockholders  of  the  Boston  &  Albany  Railroad  is  in  itself  more  than 
one  half  of  this  increase  in  rates,  and  in  itself  more  than  one  half  of  the 
increase  in  wages,  and  more  than  one  half  of  the  estimated  amount 
of  revenue? 

Mr.  W.  C.  Bro\vn.  You  mean  that  for  one  year? 

Mr.  Brandeis.  Yes,  and  it  is  nearly  so  in  the  year  1907.  Is  it 
not  a  fact,  if  such  mistakes  are  made  by  the  management,  that 
it  is  only  just  and  fair  that  the  stockholders  of  the  company  which 
made  the  mistake  should  bear  the  results  of  the  error  which  their 
agents  have  made? 


yt 


In  determining  the  cause  of  any  existing  need  of  the 
New  York  Central  Railroad  due  consideration  should  be 
given  to  the  early  stockwatering  practiced  by  this 
Company.    See  Williamson  (Record,  pp.  4085-4093,  4056-4077). 

(Record,  pp.  2574,  2576.) 

"  Mr.  W.  C.  Brow^n.  Of  course,  the  New  York  Central  has  got  to 
bear  whatever  loss  there  is  in  the  operation  of  the  Boston  &  Albany 
Railroad. 

Mr.  Br.\ndeis.  I  mean  legally  it  must  do  it,  and  I  daresay  it 
has  done  it  as  cheerfully  as  one  might;  but  I  say  where  that  is  done, 
this  lack  of  surplus,  for  instance,  which  you  have,  to  the  extent  of 
$95,000,000  in  the  last  five  years,  could  be  directly  attributable  to 
a  single  mistake  made  by  the  directors  of  the  New  York  Central? 

Mr.  W.  C.  Brown.  I  do  not  think  that  it  was  a  mistake. 
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think  that  at  the  time  it  was  made  it  was  a  fairly  good  arrangement, 
a  fairly  favorable  arrangement  for  the  New  York  Central;  but  since 
that  time  there  has  been  a  very  great  change  in  conditions.  Wages 
have  been  increased  very  greatly,  the  expense  of  furnishing  the 
service  has  increased  very  greatly  in  almost  ev^ry  respect,  and  with 
anything  like  a  corresponding  increase  in  rates,  commensurate  with 
these  increases,  the  Boston  &  Albany  would  not  have  such  a  deficit, 
but  would  have  some  net  earnings. 

Mr.  Brandeis.  I  will  ask  you  whether  or  not  you  are  not  mis- 
taken in  applying  your  general  proposition  to  the  Boston  &  Albany. 

Mr.  W.  C.  Brown.  I  do  not  apply  it  to  the  Boston  &  Albany; 
I  apply  it  to  the  general  situation. 

Mr.  Brandeis.  You  have,  in  operating  the  Boston  &  Albany, 
and  you  have  given  that  as  a  reason  why  this  deficit  has  arisen.  I 
will  ask  you  whether  or  not  it  is  a  fact  that  on  the  Boston  &  Albany, 
prior  to  this  award,  wages  had  not  risen,  as  they  had  upon  other  New 
York  Central  lines,  so  that  when  the  arbitrators  came  to  adjust 
wages  on  the  Boston  &  Albany,  it  became  necessary  to  make  a  raise 
in  wages,  so  as  to  make  the  raise  on  the  Boston  &  Albany  14  per 
cent  as  against  an  average  of  8J^  per  cent  on  the  whole  system? 

Mr.  W.  C.  Brown.  I  think  that  is  the  case. 

Mr.  Brandeis.  And  is  it  not  also  a  fact  that,  if  we  may  judge  the 
operations  of  the  future  from  the  immediate  past,  if  you  add  these 
great  increases  of  14  per  cent  to  the  operation  of  the  Boston  &  Albany, 
that  for  this  period,  for  the  year  at  the  increased  rate,  this  deficit  for 
June  30,  1910,  would  not  have  been  S577,000,  but  would  have  been 
practically  $1,000,000? 

Mr.  W.  C.  Brown.  I  have  not  made  the  computation.  I  think 
probably  that  is  correct." 

3.  BALTIMORE  &  OHIO  RAILROAD  COMPANY 

(Figures  made  up  as  of  June  30,  1910) 

Estimated  increase  in  wages  for  one  year  (Record,  p.  1608)  $2,174,910 
Gross  Operating  Revenue  . 
Capital  Stock  outstanding ' 

Preferred,    $  60,000,000 

Common       152,132,797^ 


$  90,763,401 
212,132,797 


Net  Operating  Income 


24,497,854  =  8.71  per  cent  on 
cost  of  Road  and  Equipment 


p 
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Corporate  Net  Income  for  the 

year 16,256,554  =  7.66  per  cent  on 

capital  stock  outstanding 
11,474,212  =  4  percent  on  Pre- 
ferred Stock  outstanding 
6  percent  on  Com- 
mon Stock  outstanding 


Dividends  paid 


Additions,  Betterments  and  Per- 
manent Improvements  account 


Unappropriated  Surplus 


415,761  =  .27  per  cent  on 
Common  stock  out- 
standing 
22,377,100  =  15.3  per  cent  on 
Common  stock  out- 
standing 

The  wage  increase  went  into  effect  (at  least  in  large 
part)  on  April  1, 1910.  Consequently  only  approximately 
%  of  the  above  estimated  increase  in  wages,  or  $539,589. 
should  be  applied  in  adjusting  the  earnings  of  the  year 
ending  June  30,  1910.  If  such  increase  of  wages  be  al- 
lowed for,  the  earnings,  nevertheless,  would  remain  suffi- 
cient to  pay: 

Dividend  on  preferred  stock,  4  per  cent. 

Dividend  on  common  stock,  6  per  cent. 

Balance  for  rese^^^es,  2.03  per  cent. 

The  increased  wages  amount  to  2.39  per  cent  of  the, 
gross  operating  revenue  for  the  year  1910.  If  the  operat- 
ing income  had  been  reduced  by  the  estimated  proportion 
of  increase  in  wages  ($1,635,321),  it  would  have  been 
equivalent  to  57/100  of  1  per  cent  of  the  cost  of  road  and 
equipment. 

In  1905  the  dividend  rate  on  the  common  stock  was 
raised  from  4  per  cent  to  5  per  cent;  in  1906,  from  5  per 
cent  to  6  per  cent.  The  amount  of  the  common  stock 
outstanding  was  $124,272,060  in  1905,  and  $134,781,354 
in  1906. 

The  financial  needs  of  this  Company  as  respects  income 


164 

appear  to  be  due  to  having  raised  their  dividend  rate 
improvidently. 

(Record,  pp.  2297-2298.) 

"  Mr.  Brandeis.  You  have  referred  a  number  of  times  to  the  fact 
that  there  was  a  deficit  in  1908.  Is  it  not  a  fact  that  that  deficit  arose 
merely  because  in  the  preceding  year  the  dividend  rate  had  been 
increased  by  the  management  from  five  to  six  per  cent? 

Mr.  WiLLARD.  Of  course.  If  that  dividend  had  been  two  per  cent 
they  earned  enough  to  pay  that;  but  in  Hne  with  that  thought,  —  I 
should  say  in  reply  to  that  question  that  the  earnings  the  year  be- 
fore very  amply  justified  the  payment  of  the  sk  per  cent  dividend, 
because  the  road  earned  12  per  cent  or  practically  that. 

Mr.  Brandeis.  It  is  a  fact,  is  it  not,  that  the  year  before  this 
deficit  arose,  the  management  in  its  wisdom  raised  the  rate  of  divi- 
dend from  five  to  six  per  cent? 

Mr.  WiLLARD.  I  rather  think  that  is  a  fact. 

Mr.  Brandeis.  And  it  is  also  a  fact  that  the  deficit  in  the  year 
1908,  of  which  you  have  spoken,  is  less  than  the  amount  of  that  one 
per  cent  of  dividend? 

Mr.  WiLLARD.  Yes,  that  is  true." 
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Even  if  it  should  be  found  that  some  railroads  need  — 
and  their  security  holders  deserve  —  additional  revenue, 
it  certainly  should  not  be  supplied  by  general  increase  of 
rates,  applying  to  all  railroads.  Any  individual  need 
should  be  considered  separately  and  dealt  with  in  accord- 
ance with  justice  to  all  concerned  and  the  commercial 
possibilities. 


III.  Some  Railroads  Recognizing  the  Need  of  Economy 
Show  Increased  Net  Earning  even  since  the  Wage 
Increase, 

Erie  Railroad 

Four  months  ending  Oct.  31, 1910,  as  compared  with  1909.  Net 
Operating  Earnings,  increase,  $478,384.29,  although  its  net  operat- 
ing Revenue  for  the  year  ending  June  30,  1910,  was  $1,795,699 
more  than  the  preceding  year,  and  $2,482,970  more  than  the  aver- 
age of  the  last  ten  years. 

Wabash  Railroad 
Four  months  ending  Oct.  31,  1910,  as  compared  with  1909.  Net 
Operating  Earnings,  increase,  $12,883.37,  although  its  net  operat- 
ing  Revenue  for  the  year  ending  June  30,  1910,  was  $1,188,689 
more  than  the  preceding  year,  and  $1,466,694  more  than  the 
average  of  the  last  ten  years. 
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PART  FIFTH 

THE  RAILROADS'   CONTENTION  THAT  GREATER  INCOME  IS  IM- 
PERATIVE IN  ORDER  TO  SECURE  NEEDED  NEW  CAPITAL 

It  is  asserted  bj^  the  railroads  that  their  credit  has  been 
impaired  through  increased  operating  expenses  and  gov- 
ernment regulation;  that  the  restoration  (or  preserva- 
tion) of  their  credit  requires  an  annual  net  income  suffi- 
cient to  maintain  (or  increase)  present  dividends  and  to 
set  apart  a  large  surplus  for  improvements;  and  that  to 
obtain  this  net  income  an  increase  of  rates  is  essential. 

We  submit  that  if  the  credit  of  American  railroads  is 
in  any  respect  impaired,  the  impairment  is  due  either  to 
the  unwarrantable  attack  made  upon  it  by  the  railroads 
and  their  associates,  or  to  their  individual  mismanagement; 
and  that  it  is  not  the  result  of  any  necessary  increase  in 
operating  expenses  or  of  government  regulation. 

I.    The  Attack  upon  Railroad  Credit 

The  railroads  and  their  so-called  "  friends  "  have  been 
engaged  for  nearly  three  years  in  a  campaign  of  publicity 
to  justify  a  proposed  general  increase  in  rates.  Through- 
out that  campaign  many  misleading  or  exaggerated  state- 
ments have  been  spread  broadcast,  both  in  Europe  and  in 
America,  pictm-ing  the  present  or  future  financial  needs 
of  our  railroads  and  necessarily  tending  to  raise  a  doubt 
in  the  mind  of  the  reader  as  to  the  stability  of  railroad 
investment. 

(Williamson:  Record,  pp.  4175-4206.) 
(Slason  Thompson:  Record,  pp.  4032-4062.) 
(C.  C.  McCain:  Record,  pp.  4288^308.) 
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Stuart  (Record,  pp.  2758,  2759,  2789,  2792). 
"Commissioner  Lane.   Did  you  ever  have  a  better  year  than  you 
had  last  year? 
Mr.  Stuart  (Vice-President  Erie  Railroad  Co.).  No,  sir. 
Commissioner  Lane.   What  would  you  think  of  a  business  man 
who  would  go  around  the  country  telling  his  banker  and  the  people 
on  the  streets  from  whom  he  might  want  to  borrow  money  some  time, 
that  things  were  going  badly  with  him,  and  the  bank  cashier  would 
say  to  him,  "You  had  the  best  business  last  year  that  you  ever  had; 
how  is  it  things  are  going  badly?"    And  he  would  say,  "Yes,  but  I 
am  afraid  that  next  year  I  will  have  some  new  expenses.    The  de- 
mands are  becoming  stronger  upon  me.     I  have  to  pay  out  more 
money;  I  will  have  to  put  out  a  larger  output  of  goods.''     What 
w^ould  you  think  of  that  kind  of  a  business  man,  who  would  try  to 
discredit  his  own  credit  in  that  wav? 

Commissioner  Clements.  Have  not  the  foreign  lenders  of  money, 
during  these  18  years  past,  loaned  millions  and  hundreds  of  millions 
of  dollars  on  these  properties? 

Mr.  Stuart.  I  was  fortunate  enough  to  be  in  Paris  with  these 
other  gentlemen  and  I  made  some  inquiries  about  the  money  situ- 
ation. A  gentleman  there,  who  represents  the  American  people, 
told  me  that  the  French  people  saved  out  of  their  daily  incomes.  The 
French  are  the  most  frugal  people  in  the  world.  I  was  told  that  the 
French  people  save  $550,000,000  a  year  out  of  their  incomes.  They 
accumulate  that  amount.  The  best  they  can  do  in  France  is  to  gtt 
2  or  2)4.  per  cent  on  their  investments.  They  would  be  very  glad  to 
take  4  per  cent  on  an  investment  in  American  securities.  Of  course 
these  people  are  to  some  extent  controlled  by  the  people  who  deal 
Tsith  the  Americans.  The  French  peasant,  when  he  wants  to  buy  a 
hundred-dollar  bond,  does  not  know  what  security  he  is  buying. 

Commissioner  Lane.  When  he  is  told  by  the  American  railroad 
presidents  that  the  United  States  are  in  a  very  bad  condition  over 
here  at  a  time  of  unusual  prosperity,  he  does  not  ask  to  look  at  the 
figures  but  simply  takes  the  word  of  the  president  for  it. 

Mr.  Stuart  (Vice-President  of  the  Erie  Railroad  Co.).  You  were 
there,  Mr.  Lane,  at  the  time  I  was  there.  I  then  talked  to  some  men 
about  it.  Did  you  not  read  in  the  English  papers  that  every  effort 
was  being  made  by  public  men  to  show  that  there  was  really  nothing 
wrong? 

Commissioner  Lane.  Yes;  but  I  say  that  every  prominent  rail- 
road man  was  as  bearish  as  could  be  about  the  stock  market. 
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Mr.  Stuart.  I  do  not  say  that  all  of  them  were  very  optimistic. 
This  man  furthermore  told  me  that  they  had  undertaken  to  take 
$100,000,000  worth  of  American  bonds.  Then  came  the  big  slump 
and  they  did  not  know  what  was  wrong. 

Commissioner  Lane.  Did  you  see,  while  you  were  on  the  other 
side,  any  effort  made  by  the  men  whose  credit  was  at  stake,  to  uphold 
that  credit? 

Mr.  Stuart.  By  the  railroad  men? 

Commissioner  Lane.     Yes. 

Mr.  Stuart.  No;  I  did  not  see  any  quotation  from  any  railroad 
oflScer. 

Commissioner  Lane.  There  is  a  demand  and  a  necessity,  which 
I  recognize,  for  more  money  for  developing  these  railroads.  Where 
were  these  railroad  men  this  summer,  when  Europe  was  filled  with 
newspaper  reports  that  things  had  gone  badly  in  the  United  States 
because  of  Mr.  Taft's  regulation  policy?  [Was  it  not  a  humiliation 
too],  as  an  American  citizen,  to  find  that  the  United  States  were  so 
misrepresented  over  there? 

Mr.  Stuart.  While  I  was  impressed  by  the  fact  that  nothing  was 
said  by  the  railroad  officials,  yet  there  was  a  great  deal  said  by  the 
men  who  deal  in  that  kind  of  business  — -  the  bankers. 

Commissioner  Lane.  Yes;  a  mere  broker. 

Mr.  Stuart.  Of  course,  I  paid  no  attention  to  what  a  broker  said. 
But  there  were  some  bankers  over  there  who  made  such  a  showing. 
Of  course  you  gentlemen  must  recognize  that  if  people  are  scared, 
they  are  scared.  We  are  not  assuming  we  are  scared  if  we  are  not, 
because  railroad  men  have  to  face  all  kinds  of  things  and  as  a  rule 
they  are  not  cowards." 


II.    The  Credit  of  American  Railroads 

It  is  a  remarkable  tribute  to  the  stability  of  American 
railroads  as  investments  that  their  own  persistent  attacks 
should  have  left  railroad  credit  substantially  unimpaii-ed. 
That  railroad  credit  has  not  suffered  appreciably  appears 
clearly  upon  a  careful  study  of  the  market  prices  of  both 
bonds  and  stocks  in  connection  with  the  prices  of  the 
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securities  issued  by  municipalities,  by  industrial  corpora 
tions,  or  by  other  public  service  companies. 

(See  CliflFord  Thorne:  Record,  pp.  4899a-5483.) 
For  instance: 


New  York  City 
33^'s  Dock,  1927 


Price* 
3asis 


1900 

109 
3% 


1901 


1902 


1906        1910 
(Dec.  27) 

110  106  99  92 

2.95%     3.15%    3.55%     4.15% 


New  York  Central  &  Hudson  River  R.  R. 


3H%  1997 

4'8,  1934 
(dated  1904) 

City  op  Philadelphia 
3H's,  1924 


Pennsylvania  R.  R. 
Gold  4's,  1923 

4M'8,  1921 

City  of  Boston 
4'8  Park,  1902 

Baltimore  &  Ohio  R.  R. 


Price*      109  109  108  98         89^ 

Basis     3.20%     3.20%     3.22%     3.57%     3.95% 


Price* 
Basis 


100^       93^ 
3.95%     4.45% 


Price*      110  110  108  102        95H 

Basis     2.90%     2.90%       3%        3.35%     3.90% 


Price*  108  109H  110^  106 1^  101 

Basis  3.50%  3.37%  3.20%  3.50%  3.90% 

Price*  116H  114H       111  107  103^ 

Basis  3.40%  3.55%  3.70%  3.87%  4.1% 


Price*    113H      113H       112         105^        101 
Basis     3.07%     3.05%     3.10%     3.50%     3.90% 


Prior  Lien  3H's,  1925       Price*     9S}4         97  94  94^        92^ 

Basis     3,60%     3.70%     3.90%     3.98%     4.15% 


4'8,  1948 
(dated  1903) 


Price*    971^        101  >^      102^        103         9SH 
Basis     4.12%     3.98%     3.87%     3.85%     4.07% 


The  trend  to  higher  interest  rates  extends  alike  to 
municipal  and  to  railroad  bonds;  the  variations  are  de- 
pendent upon  individual  considerations. 

*  The  prices  are  taken  from  the  Commercial  and  Financial  Chronicle. 
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Difficulty  in  obtaining  money  is,  of  course,  often  due  to 
causes  other  than  lack  of  credit. 

Stuart  (Record,  pp.  2787-2789). 

"Mr.  Stuart  (Vice-President  of  the  Erie  Railroad  Company). 
We  want  to  give  our  property  credit.  We  want  to  go  to  the  bankers 
just  as  any  business  man  would  go  to  them.  We  simply  want  busi- 
ness principles  applied. 

Commissioner  Clements.  Right  on  that  point  —  in  1890  there 
were  only  36  per  cent  of  the  stocks  of  railroads  in  the  United  States 
that  were  receiving  any  dividends  at  all  and  in  1900  it  was  46  per 
cent  of  the  whole  that  were  receiving  dividends.  In  the  year  1908 
66  per  cent  received  dividends.  In  1890  the  rate  of  dividend  was 
5.45  per  cent.  Those  that  received  any  dividends  received  5.45 
per  cent  on  an  average  —  all  of  them.  'In  1908  the  average  of  the 
rate  of  dividends  on  66  per  cent  of  the  total  stock  which  received 
dividends  was  8.7  per  cent.  Upon  a  mileage,  in  1900,  of  163,000, 
there  was  a  balance  of  so-called  surplus  that  had,  presumably,  gone 
into  the  property  and  had  not  been  distributed  in  dividends,  whereas 
in  1908  that  balance,  according  to  the  returns  of  the  carriers,  is 
$745,000,000. 

Commissioner  Lane.  How  much  was  the  first  surplus? 

Commissioner  Clements.  The  first  balance  was  $190,000,000 
eighteen  years  ago. 

Commissioner  Harlan.  Wliat  was  the  mileage  then? 

Commissioner  Clements.  163,000  miles.  In  1908  it  was  233,000 
miles,  or  about  40  per  cent  more.  So  that,  in  proportion  to  the 
mileage,  there  has  been  an  increase  of  this  reserved  surplus  presum- 
ably, that  has  gone  into  the  betterment  of  these  properties,  of  some- 
thing over  200  per  cent  above  what  it  was  in  1890.  Now,  pursuing 
the  ordinary  basis  of  business  credit,  has  there  been  a  time  in  these 
18  years,  since  1890,  when  the  basis  of  credit  was  any  better  than 
it  is  now. 

Mr.  Stuart.  I  think  so. 

Commissioner  Clements.  In  view  of  what  has  been  shown  as 
to  the  increase  in  the  percentage  of  dividends  on  the  different  stocks 
and  the  rate  of  increase  in  percentage  of  dividends  paid  on  those 
stocks,  and  the  accumulation  'of  this  surplus  which  has  gone  into 
the  betterment  of  the  property,  do  you  not  have  to  look  to  some 
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other  source  than  the  present  financial  status  of  these  roads  for  this 
lack  of  credit  of  which  you  speak? 

Mr.  Stuart.  To  some  extent,  perhaps.  You  know,  as  well  as  I 
do,  the  general  history  of  affairs  since  1907,  when  there  was  a  very 
severe  financial  drop.  While  it  was  theoretical,  perhaps,  to  some 
extent,  yet  we  are  dealing  with  conditions.  When  we  want  to  get 
money,  we  have  to  go  and  get  it  if  we  can  get  it.  That  is  a  fact, 
regardless  of  our  compilations  and  other  things.  As  I  stated  before, 
the  conditions  now  — 

Commissioner  Clements.  Now  you  are  looking  to  other  things 
than  the  financial  status  and  history;  are  you  not? 

Mr.  Stuart.  I  do  not  know.  I  might  answer  that  during  these 
last  three  or  four  years  this  country  has  been  enjoying  the  greatest 
prosperity  known  in  the  world's  history.  History  never  records 
such  a  time  of  general  prosperity  for  all  the  citizens  as  we  have  en- 
joyed during  certain  periods  in  the  last  four  years,  so  that  the  whole 
country  has  enjoyed  general  prosperity  with  the  railroads.  But 
while  we  are  dealing  with  the  figures,  we  are  now  confronted  with 
the  necessity  of  getting  more  money." 


III.    A  Surplus  Income  for  Improvements 

A  surplus  income  applicable  to  improvements  undoubt- 
edly streng-thens  credit.  It  may  also  be  admitted,  for  the 
present,  that  any  railroad  properly  undertaken,  con- 
structed, financed  and  operated,  should  be  permitted 
to  charge  rates,  on  the  whole,  high  enough  to  permit  it 
to  set  aside,  from  current  surplus  earnings,  a  reasonable 
sum  for  improvements  —  besides  paying  a  reasonable 
dividend.  But  whenever  dividends  are  paid  the  amount 
of  surplus  applicable  to  improvements  will  depend  upon 
the  rate  of  dividend;  and  if  temporarily  the  income  di- 
minishes seriously,  even  such  a  company  should  reduce 
dividends,  not  increase  rates. 

Mr.  WiLLARD  (Record,  pp.  2152-2154). 

"  Commissioner  Prouty.  Your  common  stock  is  $152,000,000? 

Mr.  WiLL.\RD.  Yes. 
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Commissioner  Prouty.  $1,500,000  would  be  equivalent  to  one 
per  cent  on  that  stock? 
Mr.  WiLLARD.  Yes.  • 

Commissioner  Prouty.  Would  the  financial  condition  of  your 
company  be  stronger  if  you  paid  a  regular  dividend  of  five  per  cent 
to  your  stockholders,  with  a  surplus  of  $4,500,000,  or  if  you  paid 
a  dividend  of  six  per  cent  to  your  stockholders  with  a  surplus  of 
$3,500,000?  ^ 

.  Mr.  WiLLARD.  I  think  it  would  be  stronger  as  it  is.  I  could  not 
imagine  that  a  railroad  stock  to-day  paying  less  than  six  per  cent 
would  have  any  attractiveness  to  any  investor. 

Commissioner  Prouty.  It  would  have  attractiveness  to  investors 
who  wanted  to  invest  their  money  in  a  perfectly  safe  securitv,  if 
they  wanted  that  security  to  be  perfectly  safe. 

Mr.  WiLLARD.   I  do  not  think  that  opinion  would  be  justified. 

Commissioner  Prouty.  Would  it  not  be  justified  if  you  were  to 
pay  him  hve  per  cent,  and  if  you  had  a  safe  surplus  of  three  per 
cent  more? 

Mr.  WiLLARD.  I  do  not  think  it  would  be  attractive.  It  would 
not  be  attractive  to  me. 

Commissioner  Prouty.  I  presume  not  to  you,  for  you  would 
expect  to  make  more  than  five  per  cent  out  of  your  money. 

Mr.  WiLLARD.  I  would  want  to,  but  not  only  that  —  I  think  this 
also:  I  do  not  believe  a  man  would  invest  his  money  at  five  per  cent 
and  assume  all  the  risk  of  loss,  when  he  could  get  four  per  cent  with 
surety. 

Commissioner  Prouty.  Just  what  is  the  risk  of  loss  in  the  case  of 
the  Baltimore  &  Ohio  paying  a  regular  dividend  of  five  per  cent  year 
after  year  and  having  a  safe  surplus  year  after  year  of  $4,500,000?  " 

The  position  taken  by  the  railroads  involves  substan- 
tially the  claim  that  the  present  rates  of  dividend  and  an 
ample  surplus  are  an  immutable  fixed  charge,  which  must 
be  met  in  any  event;  indeed  a  fixed  charge  practically 
guaranteed  by  the  community. 

Mr.  WiLLARD  (Record,  pp.  2184-2185). 

"  Commissioner  Lane.  Should  there  be  no  period  of  experiment 
before  rates  are  put  into  effect?  You  are  asking,  practically,  that 
there  shall  be  a  guarantee  given  by  the  Government  of  the  United 
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States  that  your  stockholders  will  get  six  per  cent,  and  that  your 
railroad  will  be  kept  up  to  its  present  efficiency  and  better  all  the 
time  out  of  the  rates  that  the  shippers  pay.  That  is  practically  in- 
surance for  your  road.  Now  comes  an  increase  in  wages.  The  result 
of  that,  as  to  your  revenue,  is  problematical.  Look  at  this  thing, 
now,  from  the  standpoint  of  the  people  at  large,  and  give  me  your 
best  judgment  as  to  whether  there  should  not  be  a  period  of  experi- 
ment in  which,  perhaps,  you  could  live,  if  necessary,  upon  a  surplus 
for  a  short  time  before  it  was  determined  that  you  should  advance 
rates." 

Such  a  claun  if  established  would  shift,  the  risks  inci- 
dent to  the  railroad  business  from  the  stockholder  to  the 
shipper  and  the  consumer. 

If  such  a  claim  were  allowed,  why  should  the  returns 
on  railroad  stock  be  so  much  higher  than  the  return  on  the 
bonds?  If  the  burden  of  adversity  is  to  be  borne  by  the 
community  —  if  the  stockholder  is,  in  any  event,  to  have 
his  dividend,  why  make  it  six  or  seven  or  eight  per  cent 
instead  of  four  or  four  and  a  half? 

Mr.  McCrea  (Record,  pp.  2115-2118). 

"  Commissioner  Prouty.  Do  you  say  you  think  your  company 
ought  to  pay  seven  per  cent  to  its  stockholders  or  ought  to  earn 
seven  per  cent  on  its  stock? 

Mr.  McCrea.  I  think  we  ought  to  pay  seven  per  cent,  simply  on 
the  ground  and  exactly  the  same  grounds  that  I  mentioned  —  that 
we  have  for  a  long  time  paid  six,  and  our  stockholders  are  as  a  rule 
small  stockholders;  they  are  real  investors,  and  there  is  a  very  large 
number  of  them  —  women  and  children  in  the  States.  There 
are  a  very  large  number  of  them,  and  there  are  varying  reasons 
which  justify  —  that  is,  the  increase  in  living  expenses,  it  seems  to 
me,  justifies  those  stockholders  to  expect  an  increase. 

Commissioner  Prouty.  I  was  talking  with  a  man  up  in  my  State 
the  other  day  who  had  $10,000  to  invest  for  a  widow  whose  husband 
had  just  died  and  left  that  amount  of  cash.  He  told  me  he  knew  of 
no  place  where  he  could  invest  that  money  that  would  return  her 
over  five  per  cent,  after  the  taxes  had  been  paid.  Do  you  know  of 
any  investment  which  would  be  safe  and  which  would  return  that 
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woman  five  per  cent?    I  do  not  ask  you  to  mention  the  investment, 
but  the  nature  of  it. 

Mr.  McCrea.  I  think  I  can  only  say  that  when  one  is  investing 
a  widow's  funds,  you  must  always  aim  at  a  maximum  of  security  of 
the  principal,  even  if  it  brings  down  to  rather  a  minimum  the  return 
on  it.  My  sympathies  are  with  your  friend  up  in  your  State.  I  can 
understand  how  he  was  in  a  pretty  hard  position. 

Commissioner  Prouty.  I  understood  you  to  say  the  holders  of 
Pennsylvania  stock  were  entitled  to  seven  per  cent,  that  stock  being 
held  by  widows  and  orphans.  What  are  the  widows  entitled  to  who 
are  not  fortunate  enough  to  own  Pennsylvania  stock? 

Mr.  McCrea.  There  is  no  reason  why  they  should  not  own  it. 
Those  widows  who  own  Pennsylvania  stock  have  bought  it,  not  on 
my  advice  or  the  advice  of  anybody  I  know,  but  they  have  looked 
over  the  situation  and  they  have  felt  it  was  a  good  investment.  You 
see,  your  friend  said  he  could  only  get,  after  taking  all  things  into 
consideration,  &ve  per  cent.  The  widow  and  orphan  who  bought 
Pennsylvania  stock,  with  the  premium  on  it,  I  doubt  if  they  are 
getting  on  an  average  five  per  cent  on  it. 

Commissioner  Prouty.  And  if  you  paid  a  dividend  of  ten  per 
cent,  the  widow  who  bought  it  on  that  basis  would  only  get  five  per 
cent?  That  being  so,  if  a  good  security  sells  on  a  five  per  cent 
basis,  why  should  you  pay  the  stockholder  in  the  Pennsylvania  road 
more  than  five  per  cent? 

Mr.  McCrea.  I  do  not  think  it  does.  I  think  there  is  justice  all 
around.  I  think  if  it  is  just  that  the  employes  should  receive  a  con- 
sideration in  the  matter  of  increase  in  cost  of  living,  that  certainly 
the  investor  who  makes  it  possible  for  him  to  be  in  the  service  has  some 
right  to  consideration. 

Conamissioner  Prouty.  Do  you  think  the  investor  in  railroad 
stock  IS  entitled  more  than  the  investor  in  any  other  security  of  the 
same  grade,  to  such  a  return'? 

Mr.  McCrea.  No,  sir,  I  do  not  know  that  I  do.  It  is  not  a  ques- 
tion  exactly  of  the  rate.  It  is  a  question  of  what  money  conditions 
force  on  them. 

Commissioner  Prouty.  But  you  say  you  should  earn  what  you 
pay  your  stockholders  and  you  should  earn  an  additional  sum  for 
the  purpose  of  giving  your  securities  market  value.  My  question  is, 
how  much  should  you  pay  the  stockholders?  Is  there  anv  reason 
why,  if  a  good  security  sells  on  a  five  per  cent  basis,  that  the  stock- 


175 

holders  of  the  Pennsylvania   Railroad   Company  should  actually 
receive  more  than  five  per  cent  on  their  stock? 

Mr.  McCrea.  I  can  only  say  that  you  cannot  sell  any  large 
amount  of  stock  of  the  railroad  company,  I  should  think,  on  that 
basis.  Investors  as  a  rule  are  willing  to  take  a  lower  rate  where  they 
feel  it  is  absolutely  certain  from  the  conditions  alone,  but  when  they 
come  to  the  risk  of  business  conditions,  they  will  not  take  that  same 

risk. 

Commissioner  Prouty.  What  could  be  more  certain  than  the  value 
of  Pennsylvania  stock  on  your  theory  in  this  matter?  If  anything 
happens,  operating  cost  goes  up,  you  simply  advance  your  rates? 

Mr.  McCrea.    Yes,  under  those  conditions. 

Commissioner  Prouty.  There  could  not  be  anything  better  than 
Pennsylvania  stock  under  those  conditions? 

Mr.  McCrea.  And  I  want  to  preserve  it,  and  that  is  why  I  am 
urging  the  preservation  of  the  status  quo. 

Commissioner  Prouty.  You  think  you  should  be  allowed  to  pay 
seven  per  cent  to  your  stockholders,  and  that  you  should  be  allowed 
to  do  it  because  the  Pennsylvania  Railroad  has  a  right  to  advance 
its  rates  whenever  those  rates  are  insufficient  to  yield  that?  " 

IV.   Elements  Tending  to  Impair  Credit 

The  credit  of  American  railroads  has  been  strained,  not 
onlv  bv  unfounded  doubts  raised  by  the  railroads  them- 
selves  in  their  mistaken  publicity  campaign  for  higher 
rates,  but  also  by  certain  poUcies  and  practices  of  the 
railroads,  which  have  led  the  pubhc  to  question  the  wisdom 
and  integrity  of  their  management. 

Among  these  are  the  following: 

A.    UNDUE  EXPANSION 

The  immoderate  ambition  for  size  has  in  a  nmnber  of 
ways  strained  railroad  credit. 

(a)  There  is  obviously  in  all  human  institutions  a 
limit  of  greatest  efficiency.  A  railroad  may  be 
too  large,  as  it  may  be  too  small,  to  be  managed 
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and  operated  with  the  best  results.  There  is  strong 
reason  to  beheve  that  a  number  of  the  American 
radroad  systems  have  far  exceeded  thel^" "f 
greatest  efficiency. 

to  has  ordmanly  been  accomplished  by  means  of 
leases  or  stock  acquisition.  The  result  has  been, 
m  most  instances,  to  greatly  increase  the  fixed 
charges  of  the  main  company,  and  to  greatly  re 
duce  the  margin  of  safety,  i.  e.,  the  pro^rtion  of 
net  income  applicable  to  dividends  to  the  fixed 
charges;   for  instance: 

Shortly  after  Mr.  Charles  S.  Mellen  became  President 

1904,  this  Company  entered  upon  the  pohcy  of  ran  d 
expansion  with  the  following  result:  ^ 


Year  ending  June  30 


Fixed  chai^ges  including  taxes. 


1906 
1907 
1908 
1909 
1910 


Net  income  appUcable  to 
dividends. 


10,721,266 
13,011,091 
18,167,354 
21,108,249 
21,496,982 


10,193,151 

9,706,024 

5,910,019 

7,453,372 

11,117,781 


Prior  to  1906  the  unsecured  debentures  of  this  Com 
pany  were  sold  by  it  on  a  basis  of  a  SVo  per  cent  ^Pli^r; 

908  Lo  oo'^^^^^^  ^  ^  ^''  '''''  ^^'^''    In  January, 

.!      i l;      '^  ""^  ^  P^^  ^"'^^  ^^-y^^r  gold  debenturS 
convertible  mto  stoek  after  1915,  were  issued  at  par 
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(c)  The  acquisition  of  other  properties  by  lease  or 
stock  control  has  frequently  been  accomplished  at 
excessive  cost. 

For  instance: 

(1)  The  acquisition  by  the  New  York,  New 
Haven  &  Hartford  Railroad  Company,  of 
competing  steamship  lines,  of  the  Rhode  Island 
trolley  system,  and  of  the  Boston  &  Maine 
(see  pp.   150-151,  above). 

(2)  The  lease  by  the  New  York  Central  Rail- 
road (see  pp.  159-160,  above). 

(d)  The  consolidation  of  railroad  properties  tends 
to  limit  the  aggregate  market  for  securities,  as 
most  investors  desire  to  distribute  their  risks.  In- 
vestors are  more  ready  to  take  $10,000  of  bonds 
or  stock  in  each  of  five  companies  than  to  take 
$50,000  of  bonds  or  stock  in  a  single  company. 
The  process  of  consolidation  results  therefore  in 
contracting  the  potential  market. 


B.    DISHONESTY  AND  FINANCIAL  SCANDALS 

Credit  is  said  to  be  a  delicate  fabric,  and  fear  is  conta- 
gious. Every  disclosure  of  dishonesty  raises  a  host  of 
doubts  in  the  minds  of  investors. 

The  car  repair  graft  by  high  officials  on  the  Illinois 
Central,  the  embezzlement  by  the  Treasurer  of  the  Big 
Four,  the  graft  on  the  Pennsylvania,  and  the  Baltimore 
and  Ohio  disclosed  in  connection  with  this  Commission's 
investigation  (see  p.  87,  above),  and  the  Chicago  and 
Alton  scandal,  following  the  great  Insurance  scandals, 
necessarily  shake  confidence,  particularly  as  the  control- 
is 
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ling  financial  powers  are  largely  the  same  in  the  railroad^ 
and  the  insurance  companies. 

C.    DEFIANCE  OF  PUBLIC  RIGHTS  AND  OPINION 

If  any  general  distrust  of  railway  investments  exists, 
its  cause  will  be  foimd  not  in  the  increased  burdens  im- 
posed by  wage  advances  or  by  government  regulation,  but 
in  a  distrust  of  the  purposes  and  judgment  of  those  who 
control  and  manage  the  great  railroad  properties.  For 
more  than  a  quarter  of  a  century  efforts  have  been  per- 
sistent to  remove  the  abuses  incident  to  railroad  manage- 
ment —  abuses  from  which  stockholders,  employees,  ship- 
pers, and  the  public  were  ahke  sufferers.  To  those  efforts 
for  improvement  —  for  reasonable  regulation  —  the  rail- 
roads, their  managers  and  financiers,  presented  almost 
united  opposition.  The  abolition  of  rebates  and  of  passes, 
the  introduction  of  safety  appliances,  the  prohibition  of 
barbarously  excessive  hours  of  labor  were  changes  obvi- 
ouslv  demanded  in  the  interests  of  the  railroads,  their  em- 
ployees,  and  the  public.  Yet  each  measure  was  vigorously 
and  at  times  corruptly  resisted.  To-day  the  managers 
of  the  railroads  themselves  freely  admit  that  such  gov- 
ernment regulation  was  wise.  Is  it  surprising  that  an  in- 
telligent public  should  harbor  doubts  as  to  the  judg- 
ment or  motives  of  those  who  have  been  so  egregiously 
wrong  in  the  past? 
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CONCLUSION 

This  investigation  has  developed  clearly  that  the  rail- 
roads to  meet  any  existing  needs  should  look  not  without, 
but  within.  If  their  net  income  is  insufficient,  the  proper 
remedy  is  not  higher  rates  resulting  in  higher  costs  and 
lessened  business,  but  scientific  management,  resulting  in 
lower  costs,  in  higher  wages  and  increased  business.  If 
their  credit  is  impaired,  the  proper  remedy  is  not  to  apply 
the  delusive  stimulant  of  higher  rates,  but  to  strengthen 
their  organizations  by  introducing  advanced  methods 
and  eliminating  questionable  practices.  Thus  they  will 
maintain  credit  by  deserving  it. 

Let  the  railroads  heed  the  judgment  recently  expressed 
by  a  wise  and  impartial  observer: 

"  The  distrust  of  American  railways  by  the  people  at 
large  is  not  due  primarily  to  over-capitalization,  to  over- 
charges, to  undisputed  instances  of  overbearing  adminis- 
tration, or  to  over-swollen  fortunes  made  from  unjust  if 
not  illegal  manipulation  of  railway  properties.  The  dis- 
trust is  founded  upon  the  beUef  that  in  the  past  railway 
men  as  a  class  have  not  sought  the  truth  with  a  determi- 
nation to  act  upon  it,  but  have  fought  the  truth  regarding 
the  social  and  economic  relations  of  the  railway.  Railway 
managers  of  the  type  which  Mr.  Willard  represents  to-day 
cordially  accept  the  principle  of  Government  regulation, 
the  abolition  of  rebates,  the  withdrawal  of  the  railways 
from  the  practice  of  legislative  lobbying,  and  the  enforce- 
ment by  law  of  the  use  of  safety  appliances,  such  as  air 
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brakes  and  couplers  on  freight  trains.  But  all  these  re- 
forms when  they  were  first  introduced  were  persistently 
and  bitterly  fought  by  many,  if  not  most,  of  the  influ- 
ential railway  men  of  the  countr}\  Is  it  surprising  that 
the  public  should  wonder  whether  it  may  not  be  necessary 
to  force  the  doctrine  of  efficiency  upon  the  attention  of 
the  railways  by  some  external  authority  like  that  of  the 
Interstate  Commerce  Conmiission,  just  as  it  has  been  nec- 
essary to  force  upon  their  attention  by  legislative  author- 
ity the  desirability  of  regulation,  of  the  abolition  of 
rebates,  and  of  the  extension  of  safety  appliances?" 

Louis   D.   Brandeis, 

Counsel  Jot  Traffic  Committee  of  Commercial  Organizations 

of  the  Atlantic  Seaboard 

Boston,  Jan.  3,  1911 
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BEFORE   THE 

IXTKIISTATE  COMMKRCK  COMMISSION. 

DOCKET  No.  3500. 

In   re   proposed   ADVANCES   IN   RATES   BY 

CARRIERS. 

ARGUMENT. 

The  Chicago  and  Alton  Railroad  operates  an  all- 
track  mileage  of  1266.2  miles  and  a  single-track  mile- 
age of  919.64  miles,  and  constitutes  the  direct  route 
between  the  great  cities  of  Chicago,  St.  Louis  and  Kan- 
sas City,  serving  populous  sections  of  the  States  of  Illi- 
nois and  Missouri,  including  the  capital  cities  of  both. 

It  submits  that  the  proposed  increases  in  rates  now 
under  investigation  should  be  allowed  for  the  follow- 
ing reasons : 

1.  The  present  rates  are  not  compensatory  for  the 
service  rendered. 

2.  Its  statements  in  evidence  in  this  proceeding  shoiv 
a  deficit  of  $441,096.80  in  net  operating  revenue  for  the 
fiscal  year  ending  30  June,  1910,  compared  ivith  that 
for  1909. 

3.  Its  net  operating  revenue  for  the  five  following 
monihSy  July,  August,  September,  October,  and  No- 
vember, 1910,  shows  a  decrease  from  the  correspond- 
ing months  in  the  year  1909  of  $779,014.10. 
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ARGUMENT. 

The  Chicago  and  Alton  Railroad  operates  an  all- 
track  mileage  of  1266.2  miles  and  a  single-track  mile- 
age of  919.64  miles,  and  constitutes  the  direct  route 
between  the  great  cities  of  Chicago,  St.  Louis  and  Kan- 
sas City,  serving  populous  sections  of  the  States  of  Illi- 
nois and  Missouri,  including  the  capital  cities  of  both. 

It  submits  that  the  proposed  increases  in  rates  now 
under  investigation  should  be  allowed  for  the  follow- 
ing reasons : 

1.  The  present  rates  are  not  compensatory  for  the 
service  rendered, 

2.  Its  statements  in  evidence  in  this  proceeding  shoiv 
a  deficit  of  $441,096.80  in  net  operating  revenue  for  the 
fiscal  year  ending  30  June,  1910,  compared  with  that 
for  1909. 

3.  Its  net  operating  revenue  for  the  five  following 
months,  July,  August,  September,  October,  and  No- 
vember, 1910,  shows  a  decrease  from  the  correspond- 
ing months  in  the  year  1909  of  $779,014.10. 
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4.  Between  1900  and  1910,  inclusive,  its  freight  earn- 
ings increased  63%,  but  its  payments  for  toss  and  dam- 
age claims  increased  392%. 

5.  The  increased  cost  of  its  labor  for  the  year  1910 
over  the  year  1903  was  $531,515.73,  a  sum  equal  to  more 
than  12%  of  its  net  operating  revenue  for  1910. 

Since  this  hearing  began  the  trainmen  have  been  granted  an  increase 
of  10%  and  the  engineers  a  like  increase,  which  is  not  included  in  the 
above. 

6.  Its  expenses  have  been  increased  to  a  large  extent 
and  are  being  continuously  increased  by  compliance 
with  Federal  and  State  laws  and  the  require- 
ments of  the  Interstate  Commerce  Commission  and  the 
State  Commissions,  respectively,  in  re  safety  appli- 
ances, hours  of  labor,  employers'  liability,  and  methods 
of  accounting, 

7.  The  Commission's  ten-year  exhibit  of  cumulative 
statistics  for  the  Chicago  and  Alton  establishes  (a)  that 
its  ten-year  average  per  cent  of  annual  corporate  in- 
come upon  capital  stock  outstanding  is  but  3.32  per 
cent,  and  for  the  fiscal  year  1910  fell  to  3.01  from  4.37, 
the  percentage  for  1909;  and  (b)  that  the  percentage  of 
annual  operating  income  on  cost  of  road  and  equipment 
has  averaged,  during  the  ten  years,  but  3.69  per  cent 
per  annum,  and  for  the  fiscal  year  1910  dropped  to  3.68 
from  4.10,  the  percentage  for  1909. 

In  an  address  in  New  York  City,  on  October  1,  1910, 
President  Taf t  declared : 

'*Our  new  railway  act  goes  much  further  and  greatly 
increases  the  powers  and  duties  of  the  Interstate  Com- 
merce Commission.  The  discretion  of  the  Commis- 
sioners, not  within  judicial  control  by  appeal,  is  now 
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very  wide,  and  they  have  in  their  hands  for  the  weal 
or  woe  of  general  business  a  power  that  sometimes 
makes  one  tremble.'* 

Words  from  such  a  source  and  of  such  a  character, 
fraught  as  they  are  with  so  much  of  serious  import  for 
the  future,  are  startling  in  their  plainness  and  clear- 
ness of  meaning,  and  must  give  us  cause  for  pause. 

It  would  be  idle  for  the  American  people  to  ignore 
the  fact  that  a  revolution  was  brought  about  in  the 
railway  world  in  June,  1910,  when  the  Congress  placed 
in  the  hands  of  this  Commission  '*  control  of  the 
purse*'  of  all  interstate  railways,  thereby  delegating 
the  power  over  them  of  virtual  life  and  death,  for 
while  the  Commission's  power  must  be  exercised 
within  the  limits  of  constitutional  prerogative,  a 
serious  error  by  this  Commission  would  not  only  para- 
lyze railway  development  thruout  the  country,  but 
would  force  many  carriers  into  insolvency  before  con- 
^stitutional  restraints  could  be  effectively  invoked. 

The  Perspective  of  the  Situation. 

In  the  effort,  in  dealing  with  the  railroad  problem,  to 
get  the  desired  perspective,  it  is  necessary  to  consider 
the  relationship  of  the  present  situation,  not  only  to 
the  past,  but  particularly  to  the  future,  for  in  the  pro- 
ceedings pending,  principles  will  be  enunciated  and  a 
policy  declared,  born  of  the  experiences  of  the  past  and 
of  a  prognosis  of  the  future,  which  will  have  an  all- 
potent  influence,  thru  the  next  few  years  at  least, 
upon  the  welfare,  not  only  of  the  railroads  of  the  coun- 
try, but  upon  the  commercial  and  industrial  life  of  the 
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entire  body  of  the  -iVmerican  people,  and  perhaps  upon 
the  destiny  of  the  government  itself,— for  who  shall 
say  to  what  dire  consequences  enforced  government 
ownership  might  not  lead  on  the  American  continent! 
Within  the  present  decade  the  railroad  situation 
was  such  as  to  call  forth,  less  than  three  years  ago, 
the  following  public  expression  of  view  from  the  long- 
time chairman  of  this  Commission,  Hon.  Martin  A. 
Knapp,  the  President  Judge  of  the  newly-created 
United  States  Court  of  Commerce  : 

"We  are  nearing  the  end,  let  us  hope,  of  a  period  of  vio- 
lent and  sometimes  misdirected  agitation,  an  agitation  pro- 
voked by  methods  and  practices  long  in  vogue,  but  now 
happily  nowhere  defended,  when  we  may  confidently  ex- 
pect  an  early  and  healthy  reaction  in  public  sentiment."  * 

This  was  in  May,  1908.    Two  years  pass,  and  in  an 
effort  to  solve  the  American  railroad  problem.  Con- 
gress gives  to  the  Interstate  Commerce  Commission 
the  increased  power  embodied  in  the  legislation  of 
18  June,  1910,  thereby  bringing  about  a  complete  revo- 
lution in  the  rate-making  power,  one  which  caused 
President  Taf t,  within  four  months  of  the  enactment, 
to  declare  in  a  public  address  in  New  York  City  that 
''thej  [the  Commission]  have  in  their  hands,  for  the 
iveal  or  woe  of  general  business,  a  power  that  some- 
times  makes   one   tremble.^ ^    That   the    Commission 
understands  the  seriousness  of  the  situation  is  evi- 
denced by  the  fact  that  in  the  Eastern  and  Western 
proceedings   they  have   taken   approximately   10  000 
pages  of  testimony.  ' 

*The  AnnaU  for  1908,  the  Amer.  Acad.  Pol.  and  Soc.  Sc. 
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A  Grave  Constitutional  Problem. 

The  work  of  the  Interstate  Commission  Commission 
in  the  past  has  been  productive  of  so  much  good  and 
has  prevented  so  much  in  the  way  of  evil  results,  that 
it  would  seem  almost  ungracious  to  call  attention,  in 
the  opening  portions  of  this  brief,  to  a  grave  consti- 
tutional question  which  presents  itself, — one  which, 
however,  should  not  be  passed  without  comment,  altho 
of  course  this  is  not  the  forum  for  the  argument  or  set- 
tlement of  such  an  issue. 

The  point  is  this:  If  it  be  true,  and  it  is  certainly 
beyond  dispute,  that  the  Congress  in  the  exercise  of 
its  legislative  functions  has  established  a  standard  for 
railway  rates  by  declaring  that  they  must  be  just  and 
reasonable,  it  is  equally  true  that  the  Congress  has 
endeavored  to  confer  upon  the  Commission  the  power 
to  determine  the  issue  as  to  whether  a  given  rate  or 
fabric  of  rates  is  within  the  standard  so  established 
and  to  issue  a  restraining  order,  in  fact  an  injunction, 
prohibiting  the  collection  of  such  rate  or  rates,  if  con- 
vinced that  they  are  unlawful. 

If  this  power  sought  to  be  conferred  is  merely  the 
exercise  of  an  administrative  function,  analagous  to 
the  determination  of  the  height  of  a  bridge  over  a  navi- 
gable stream,  then  there  can  be  no  doubt  but  that  the 
exercise  of  the  power  by  the  Commission  is  constitu- 
tional ;  but,  on  the  other  hand,  if  the  determination  of 
the  issue  as  to  whether  the  given  rate  or  fabric  of  rates 
is  or  is  not  within  the  standard  established  by  the 


< 


AKT.  m,  SEC.  1,  OF  THE  CONSTITUTION. 


Congress,  and   the  issuance  by   the  Commission  of 
an    injunction    constitute    in    fact    the    exercise    of 
judicial  powers,  then  the  broad  constitutional  question 
presents  itself,  tho  to  state  it  is  to  answer  it,  whether 
Congress  has  the  authority,  under  the  Constitution,  to 
vest  such  judicial  power  in  any  group  of  persons,  the 
members  of  which  hold  their  offices  only  for  a  term  of 
seven  years  instead  of  during  good  behavior,  as  re- 
qmred  under  Article  III,  Section  1,  of  the  Constitution 
ol  the  United  States  in  the  cases  of  all  those  author- 
ized to  exercise  the  judicial  power  of  the  United  States 
and  the  sole  object  of  which  provision  was  to  secure 
for  the  exercise  of  the  judicial  power,  vested  by  the 
people  of  the  nation,  thru  the  Constitution,  in  the  gov- 
ermnent  of  the  United  States,  a  body  of  men  more  in- 
dependent if  appointed  during  good  behavior,  that  is, 
for  life,  than  it  was  believed  they  could  be  if  they 
served  only  during  a  term  of  years  with  the  mere  pos- 
sibility of  reappointment  before  them.    A  study  of  the 
debates  in  the  United  States  Constitutional  Conven- 
tion will  establish  beyond  dispute  that  this  was  the 
reason  which  brought  about  this  constitutional  require- 
ment. 

While  this  question  as  to  the  nature  of  the  powers 
conferred  upon  the  Commission  has  been  considered 
by  some  of  our  courts  prior  to  the  legislation  of  1910 
it  may  well  be  doubted  if  it  has  been  passed  upon 
iinally,  especially  in  view  of  the  fact  that  the  power 
now  conferred  by  the  Act  of  18  June,  1910,  is  vastly 
greater  both  in  its  operation  and  effects  than  any  here- 
tofore exercised  by  the  Commission. 
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The  following  words  of  Chief  Justice  White,  of  the 
Supreme  Court  of  the  United  States,  in  a  recent  de- 
cision by  that  tribunal,  declaring  the  points  to  be  con- 
sidered by  the  court  in  passing  upon  an  order  of  the 
Commission,  are  pertinent  and  suggestive,  particu- 
larly the  portions  under  **c,''  which  we  place  in  italics : 

"Beyond  controversy,  in  determining  whether  an  order 
of  the  commission  shall  be  suspended  or  set  aside,  we  must 
consider, 

"a,  all  relevant  questions  of  constitutional  power  or 
right; 

"6,  all  pertinent  questions  as  to  whether  the  adminis- 
trative order  is  within  the  scope  of  the  delegated  authority 
under  which  it  purports  to  have  been  made;  and, 

"c,  a  proposition  which  we  state  independently,  al- 
though in  its  essence  it  may  be  contained  in  the  previous 
one,  viz.,  whether,  even  although  the  order  he  in  form 
within  the  delegated  power,  nevertheless  it  must  be  treated 
as  not  embraced  therein,  because  the  exertion  of  authority 
^which  is  questioned  has  been  manifested  in  such  an  unrea- 
sonable manner  as  to  cause  it,  in  truth,  to  be  within  the  ele- 
mentary rule  that  the  substance,  and  not  the  shadow,  deter- 
mines the  validity  of  the  exercise  of  the  power/' 

Interstate  Commerce  Commission  v.  Illinois  Central 
R.  R.  Co.,  215  U.  S.,  452,  470. 

It  cannot  be  doubted  but  that  the  Commission,  qua 
Commission,  have  in  the  past  regarded  many  of  their 
functions  to  be  essentially  judicial  in  character,  for 
their  hearings  are  conducted  in  a  room,  presumably 
designed  with  the  approval  of  its  members,  the  ap- 
pointments of  which  are  similar  to  those  of  a  Court  of 
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Justice  with  Its  elevated  bench,  its  bar,  and  its  witness 
box;  the  substance  as  well  as  the  form  of  the  proceed- 
ings conform  in  essential  particulars  to  those  of  a 
court,  the  members  of  the  bar  and  persons  present  rise 
as  a  mark  of  respect  when  the  Commission  enter  to 
hear  the  causes  pending,  and  the  members  of  the  Com- 
mission when  trying  cases  are  frequently  addressed, 

bv  fhr.^/'?<T?  '"  '^  '^'''  ^"''^^^^"^  «^«  judicial, 
by  the  titles  "Jndge"  and  "Tour  Honor  " 

Whether  or  not  the  Commission  is  in  fact  and  in  sub- 
stance, irrespective  of  the  shadow,  a  body  exercising 
a  part  of  the  judicial  power  of  the  United  States,  it  is 
to  be  hoped  that  some  method  for  the  solution  of  the 
constitutional  problem  may  be  found  to  avoid  the  chaos 

change  in  the  plan,  nnder  which  the  Commission  is 
now  so  effectively  working. 

The  Vital  Issue  in  the  Case. 

We  will  concentrate  upon  the  point  which  we  regard 
as  the  dominant  one  not  only  to  the  Chicago  and  Alton, 
but    from   the    standpoint   of    all    the    carriers    in 
vo  ved    and   from    that   of   the    public   as    well,    to 
wit,  the   question   as   to   whether   or   not   American 
railways  are  to  be  permitted  to  accumulate  a     Z 
plus    sufficient    to    take     care     of    obsolescence,    to 
maintain  credit,  and  to  keep  their  properties  abreast 
of  the  needs  of  the  time.    In  doing  so,  we  will  draw 
ad  hbrtum  from  the  luminous  testimony  of  the  foZ 
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executive  heads  of  great  systems,  who  appeared  before 
the  Commission  to  justify  the  proposed  increases  in 
rates,  President  McCrea  of  the  Pennsylvania  system, 
President  Brown  of  the  New  York  Central  Lines,  Pres- 
ident Ripley  of  the  Santa  Fe  system,  and  President 
Willard  of  the  Baltimore  and  Ohio. 
The  argument  will  be  presented  under  two  heads : 

I.  The  interests  of  the  public  welfare  demand  that 
the  common  carriers  of  the  nation  shall  be  permitted 
to  earn  sufficient  surplus  to  enable  their  development 
to  keep  pace  with  the  demands  of  the  times. 

II.  Under  the  latv  as  enacted  by  the  Congress  the 
responsibility  for  the  future  credit  of  American  rail- 
ways  rests  upon  the  Interstate  Commerce  Commission, 
and  this  credit  cannot  be  maintained  unless  the  Com- 
mission authorize  a  substantial  increase  in  revenue. 


The  interest  of  the  public  welfare  demands  that 
the  common  carriers  of  the  nation  shall  be  permitted 
to  earn  suflBcient  surplus  to  enable  their  development 
to  keep  pace  with  the  demands  of  the  times. 

The  vast  influence  of  the  railways  upon  the  life  of  the 
American  people  cannot  be  better  indicated  than  by 
calling  attention  to  the  fact  that  in  the  fiscal  year  end- 
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mg  June  30,  1910,  the  total  operating  revenues  of  aU 
our  railways  amounted  to  $2,787,266,136.64,  and  the 
operating  expenses  to  $1,847,189,773.03,  and  that  the 
total  mileage  operated  was  a  trifle  over  239,052  miles 
ihe  marvelous  growth  and  development  of  Ameri- 
can transportation  facilities  caused  Judge  Knapp  in 
1908,  when  chairman  of  the  Interstate  Commerce  Com- 
mission, to  exclaim : 

"To  my  mind  it  is  a  most  impressive  fact,  so  great  as  to 
tTethlI;iy'»*^""''  "  ''''  '"*  ^^^°  ^''^  ''  ^'«  «-"■ 

And  at  the  same  time  he  asserted,  in  his  carefully 
prepared  paper  before  the  American  Academy  of  Po- 
litical and  Social  Science:* 

"Without  regard  to  the  personnel  of  railroad  official 
^lUiout  regard  primarily  to  the  interest  of  the  stockholdet" 
but  in  he  interest  of  public  welfare  and  national  propeny' 
we  must  permit  railway  earnings  to  be  adequate  for  rXav 
improvement  at  advantage  and  profit"  ^ 

He  also  declared: 

"I  not  only  want  railway  earnings  to  permit  of  rapid  and 
sufficient  railway  extension,  with  increased  faciliti  J  for  el 
fort  and  convenience,  for  speed  and  safety,  but  I  want  a^l 
that    o  be  accomplished  by  and  connected  wi  h  Ae  L 
hWal  compensation  to  an  adequate  force  of  compet  t'^! 

The  present  proceedings,  with  the  element  of  enor 

The  Annal8  of  same  for  1908. 
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the  then  chairman  of  the  Commission  for  the  first  time 
to  practical  test.  President  McCrea  testified  (docket 
3400,  p.  1981) : 

'The  things  that  are  clear  to  us  are  that  there  have  been 
tHree  increases  of  wages,  together  with  adjustments,  and 
other  things  of  that  kind,  which  simply  show  that  [in  the 
last  ten  years]  the  employes  have  had  their  wages  increased 
33  per  cent.  Those  have  been  founded  on  the  claim  that  it 
was  necessary  they  should  have  them  to  meet  the  increased 
cost  of  living. 

^  ''Our  stockholders,  of  which  there  are  some  60,000  to 
70,000,  half  of  whom  are  women,  have  not  received  prac- 
tically any  increase  in  that  period.  They  are  receiving  to- 
day  the  same  amount  that  they  received  ten  years  back  and 
yet  the  expenses  of  their  living  have  gone  up  just  as  much 
as  those  of  the  other  peopled* 

No  one  can  doubt  but  that  President  Taft  clearly 
understood  the  damage  which  would  result  to  the  coun- 
try,  from  a  failure  on  the  part  of  the  Commission  to 
take  a  broad  and  statesmanlike  view  of  the  situation, 
when  he  so  recently  declared  that  ''they  have  in  their 
hands  for  the  weal  or  woe  of  general  business  a  power 
that  sometimes  makes  one  tremble.'* 

And  within  a  few  short  weeks  after  making  the 
statement  he  appointed  the  chairman  of  the  Commis- 
sion a  United  States  Circuit  Judge,  to  head  the  new 
Court  of  Commerce,  the  court  which  will  in  the  first 
instance  hear  such  appeals  as  may  be  taken  from  the 
decisions  of  the  Commission. 

The  following  principle,  as  declared  by  Judge 
Knapp  in  May,  1908,  is  therefore  particularly  relevant 
now  and  should,  and  we  believe  necessarily  wiU,  have 
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great  weight  with  his  former  colleagues  upon  the  Com- 
mission.   He  said: 

''Whatever  may  be  our  national  or  State  policy  in  other 
respects,  whatever  regulations  may  be  prescribed  or  obliga- 
tions imposed,  there  must  be  the  opportunity  to  charge  rates 
which  will  give  sufficient  earnings  to  make  the  [railway] 
busmess  fairly  profitable  and  to  attract  the  needful  capital 
for  its  ample  extension. 

*  in  the  interest  of  public  welfare  and  national 
prosperity  we  must  permit  railway  earnings  to  be  adequate 
for  railway  improvement  at  advantage  and  profit." 

• 

With  all  deference  to  the  Commission,  it  is  sug- 
gested that  if  they  are  not  possessed  of  judicial  power, 
which  it  is  very  briefly  outlined  at  p.  4,  supra,  the 
Congress  has  in  effect  attempted  to  give  them,  and 
the  use  of  which  power  under  our  system  of  govern- 
ment is   always   subject  to   review  by  an  appellate 
court,  but  are  exercising  vast  and  far-reaching  dele- 
gated  legislative  powers  in  determining  the  reason- 
ableness of  rates,  then  the  weighty  responsibility  can 
only  be  discharged  by  the  most  far-seeing  statesman- 
ship, which  will  take  into  view  in  the  broadest  possible 
manner  the  future  needs  of  the  country  and  the  pos- 
sible effects  thereon  of  the  pending  decision  in  so 
far  as  it  may  accelerate  or  interfere  with  the  flow  of 
capital    into    railway   development   within   the   next 
decade  or  score  of  years,  thereby  either  enhancing  our 
growth  as  a  nation  or  breeding  a  train  of  far-reaching 
disasters.    In  this  view  of  the  subject,  the  mere  thirty 
or  forty  millions  of  dollars  of  revenue  per  annum  in- 
volved  to   the   carriers   in  the  present  proceedings, 
vastly  important  as  that  sum  is  to  their  present  needs,' 
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sinks  to  insignificance,  and  the  great  principle  at  stake 
looms  across  the  horizon  as  dominating  the  situation. 

This  vast  legislative  power,  if  such  it  really  is  that 
the  Commission  is  exercising,  is  not  subject  to  review 
except  on  constitutional  grounds,  but  in  the  hands  of 
a  Commission  composed  of  seven  men  is  open  to  all 
the  objections  so  successfully  urged  at  the  founding 
of  our  present  government  in  1787  against  any  legis- 
lative body  not  bicameral  in  character,  for  it  was  then 
determined  that  two  independent  legislative  groups 
were  essential  to  good  legislation,  each  acting  as  a 
check  upon  the  other. 

In  the  light  of  all  this,  and  a  full  realization  of  the 
difficulties  besetting  the  exercise  of  the  powers  of  the 
Commission  in  the  future,  of  whatever  character  they 
may  be,  it  is  not  improbable  that  President  Taft  in 
selecting  the  titular  head  of  the  Commission  to  pre- 
side over  the  new  Court  of  Commerce,  not  only  de- 
sired to  pay  this  compliment  to  the  Commission  for  its 
arduous  work  in  the  past,  but  believed  one  so  long 
familiar  with  the  Commission's  routine  duties  could 
better  lead  the  new  court  in  the  exercise  of  such  ap- 
pellate jurisdiction  as  has  thus  far  been  conferred 
upon  it  by  the  Congress — in  fact,  would  be  more  free 
from  restraint  in  encouraging  it  to  extend  the  full 
measure  of  its  powers  of  review,  whatever  they  may 
now  be  or  hereafter  may  become  as  the  result  of  fur- 
ther legislation.  However  this  may  be,  it  is  against 
the  genesis  of  our  Anglo-Saxon  institutions  that  vast 
uncontrollable  power  should  be  lodged  anywhere,  and 
certainly  in  a  republic  it  is  contrary  to  the  canons  of 
political  science. 
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NEW   RAILROAD   DEVELOPMENT. 


If  a  deduction  from  these  arguments  may  be  ven- 
tured it  is  that  the  present  situation  demands  a  high 
order  not  only  of  administrative  ability,  but  of  states- 
manship  on  the  part  of  the  Commission. 

The  Call  of  the  Future. 

« 

But  great  as  has  been  railroad  expansion  in  the  past 
to  meet  our  marvelous  cumulative  growth  as  a  nation, 
the  pressing  question  is,  what  does  the  future  hold  in 
store!    President  Willard  testified   (docket  3400    p 
2179) : 

"One  of  the  ablest  railroad  men  we  have  in  this  country, 
Mr.  James  J.  Hill,  has  said  that  the  railroads  should  spend 
a  billion  dollars  a  year  for  five  years  to  provide  the  additional 
facilities  required.  I  am  sure  that  the  only  way  in  which 
that  money  can  be  obtained  is  because  of  the  voluntary  giv- 
ing up  of  those  who  now  have  it,  and  they  will  not  give  it 
up  unless  they  get  something  instead  of  it  that  is  sufficiently 
attractive  so  that  they  want  it  as  against  any  other  thing." 

President  Ripley,  basing  his  judgment  upon  his 
great  experience  in  the  development  of  the  West,  as- 
serted (docket  3500,  p.  62) : 

"Last  year,  the  year  just  closed,  it  [the  Santa  Fe  system] 
earned  8.8  per  cent.  Now,  you  ask  if  that  is  not  money 
enough,  and  I  say  most  emphatically  that  it  is  not  money 
enough.  It  is  not  money  enough  to  do  the  things  that  the 
public  expect  of  us,  the  things  that  we  must  do  if  we  are  to 
keep  abreast  of  the  times.  When  an  institution  as  large  a« 
ours  is  standing  still,  it  begins  to  go  backwards,  and  if  we 
are  to  meet  or  approximately  meet,  the  demands  of  the  pub- 
lic we  have  got  to  earn  a  very  much  larger  margin  than  we 
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have  earned  yet,  in  order  to  maintain  our  credit  and  obtain 
the  money  to  do  what  is  necessary  to  be  done.^^ 

And  he  further  said  (p.  65) : 

'*As  to  our  having  had  money  enough,  I  suppose  our  ex- 
perience is  the  same  as  that  of  most  other  railroads,  and  that 
is  that  there  has  never  been  a  time  when  we  did  not  have 
before  us  pressing  demands  for  two  or  three  or  four  times  as 
much  money  as  was  available." 

President  McCrea  declared  (docket  3400,  p.  1951): 

''The  Pennsylvania  Railroad  and  many  of  the  roads  em- 
braced in  its  system  were  built  at  a  time  when  it  was  difficult 
to  secure  capital  for  such  enterprises.  The  country  through 
which  the  roads  were  built  was  at  that  time  comparatively 
thinly  settled  and  the  business  light.  The  character  of  the 
construction  which  was  suitable  for  the  time  and  the  existing 
conditions  was,  to  a  large  extent,  unsuited  to  later  conditions. 

"The  safety  of  the  public  and  of  employes  required  elimi- 
nation of  grade  crossings  of  highways,  the  use  of  safety  ap- 
pliances, and  the  use  of  improved  materials  and  equipment, 
all  of  which  in  themselves  do  not  yield  much,  if  any,  net,' 
return,  and  it  was  to  meet  these  conditions  and  to  adapt  its 
road  and  equipment  to  modern  requirements  that  the  un- 
capitalized  earnings  in  the  form  of  surplus  have  been  so 
freely  spent." 

And  President  McCrea  also  testified  (docket  3400 
p.  1961) : 

"In  closing,  I  want  to  say  that,  based  on  my  railroad 
knowledge  and  experience,  I  believe  that,  generallv  speak- 
ing that  which  I  have  said  in  regard  to  the  Pennsylvania 
Railroad  a^  to  the  necessity  for  the  rate  advance  is  Equally 
true  of  almost  all  railroads  in  the  United  States,  certainly 
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those  which  are  conservatively  managed  and  which  are  en- 
deavoring to  give  the  public  such  a  service  as  they  have  a 
right  to  expect." 

So  also  these  weighty  words,  born  of  President  Mc- 
Crea's  great  experience,  should  carry  conviction 
(docket  3400,  pp.  954-55) : 

''What  would  have  been  thc«  condition  if  the  company's 
earnings  had  been  so  restricted  in  the  past  as  to  prevent  it 
from  accumulating  surplus  earnmgs  available  for  the  im- 
provement of  its  property?    If  the  $262,000,000  which  have 
been  thus  expended  on  the  lines  east  of  Pittsburgh  had  been 
realized  through  a  sale  of  securities,  these  securities  would 
have  had  to  have  been  sold  at  a  price  which  could  have  been 
realized  for  them,  and  if  the  earnings  of  the  company  had 
been  such  as  to  barely  cover  the  amounts  required  to  meet 
its  interest  and  dividends  on  its  then  outstanding  securities, 
the  prices  realized   for  any  additional  issues  of  securities 
would  have  been  such  that  the  additional  charges  to  which 
the  company  would  have  been  subjected  would  have  today 
necessitated  rates  higher  than  those  which  have  been  pre- 
vailing  in  order  to  enable  the  company  merely  to  m^et  its 
interest  and  dividend  charges^ 

And  furthermore  he  asserted  this  vital  need  of  the 
situation  (docket  3400,  pp.  1952-53) : 

"It  is  vitally  important  that  in  the  future  the  company 
should  be  enabled  to  continue  to  pursue  the  policy  which 
has  guided  it  in  the  past,  and  to  provide  in  part  at  least  for 
future  additions  and  improvements  out  of  surplus  earnings. 

"It  is  fairiy  to  be  expected  that  the  company  will  be  re- 
quired to  make  as  great  expenditures  in  the  future  as  it  has 
made  in  the  past.  An  enormous  amount  of  work  remains 
to  be  done,  for  which  additional  funds  will  have  to  be  se- 
cured," 
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How  can  they  be  secured  at  a  fair  rate?  How  can 
the  railways  of  the  country  keep  pace  with  this  na- 
tion's marvelous  strides,  and  how  rapid  is  its  growth 
and  development  to  be?  The  men  who  are  real  states- 
men look  ahead  thru  the  years  and  decades  and  cen- 
turies, gauging  the  future  by  the  experiences  of  the 
past. 

Growth  of  Population. 

Our  probable  future  increase  of  population  neces- 
sarily has  an  all-important  bearing  upon  the  present 
situation. 

Lincoln,  when  President,  and  who  in  so  many  ways 
seemed  to  have  the  vision  of  a  seer,  as  the  nation 
drifted  into  civU  war,  deemed  this  growth  of  popula- 
tion of  such  transcendant  importance  that  he  discussed 
it  in  extenso  in  his  second  annual  message  to  the  Con- 
gress. See  Messages  and  Papers  of  the  Presidents 
Viol.  VI,  p.  136,  et  seq. 

Lincoln  there  exhibited  as  follows  the  known  in- 
crease by  decades  in  our  population  since  the  first 
census  in  1790 : 


''^^"'  Population. 

"1"^^^  3,929,827 

I'l^^^  5,305,937 

''/^l^ 7,239,814 

]l^^^^  9,628,131 

"^^^^  12,866,020 

"1^4^  17,069,453 

"1^^^  23,191,876 

"1^^^  31,443,790 


Ratio  of 
Increase 
(per  cent). 


35.02 
36.45 
33 .  13 
33.49 
32.67 
35.87 
35 . 58" 


liH,. 
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Then,  among  a  number  of  other  deductions,  he  made 
these : 

"This  shows  an  average  decennial  increase  of  84-6  per 
cent  in  population  through  the  seventy  years  from  our  first 
to  our  last  census  yet  taken. 

"It  is  seen  that  the  ratio  of  increase  at  no  one  of  these 
seven  periods  is  either  2  per  cent  below  or  2  per  cent  above 
the  average,  thus  showing  how  inflexible  and  consequently 
how  reliable  the  law  of  increase  in  our  case  is.  Assuming 
that  it  will  continue,  it  gives  the  following  results:" 

Lincoln  then  inserted  a  table  of  estimated  decennial 
increases  for  a  period  of  seventy  future  yearSy  from 
the  year  1860  to  1930,  by  decades,  and  said : 

"These  figures  show  that  our  country  may  be  as  populon? 
as  Europe  is  at  some  point  between  1920  and  1930." 

He  had  previously  in  the  message  massed  much  in 
the  way  of  statistics  concerning  density  of  population 
in  our  various  States  and  in  Europe.  He  then  made 
an  extraordinary  prediction  as  follows : 

"And  we  will  reach  this,  too,  if  we  do  not  ourselves  relin- 
quish the  chance  by  the  folly  and  evils  of  disunion  or  by 
long  and  exhausting  war  springing  from  the  only  great  ele- 
ment of  national  discord  among  us" 

This  message  was  sent  to  the  Congress  December  1, 
1862.  We  did  (as  Lincoln  foreshadowed  would  be  the 
case  if  we  continued  the  war)  decrease  for  the  time 
being  our  ratio  of  increase,  and  so  it  came  about  that 
Lincoln  *s  estimate  that  in  1900  we  would  have,  if  the 
war  were  not  continued,  a  population  of  one  hundred 
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and  three  millions,  was  somewhat  higher  than  the  fact, 
as  the  war  went  on. 

Now,  applying  the  Lincoln  method  and  assuming 
that  we  had  a  population  in  1910  of  approximately  one 
hundred  millions,  a  mere  twenty  per  cent  decennial 
increase  (as  against  the  more  than  34  per  cent  used 
by  Lincoln  in  his  calculation)  will  have  the  following 
startling  results  (we  do  not  state  the  detail  figures 
lower  than  tens  of  thousands  and  for  sake  of  brevity 
only  at  twenty -jear  intervals) : 


Estimated  Increase  of  Population  in  the  United  States 

Year.  Population. 

1910 100,000,000 

1930 156,250,000 

1950 244,140,000 

1970 381,470,000 

1990 596,000,000 

This  represents  the  increase  during  only  eighty 
years,  less  than  three  generations.  Such  figures  are 
enough  to  startle  and  stagger  every  thiyihing  man  in 
America,  even  though  we  make  reasonable  deductions 
from  the  calculation  by  reason  of  the  possible  opera- 
tion of  the  Malthusian  doctrine.  Yet  there  can  be  no 
adequate  perspective  of  the  present  railroad  problem 
without  taking  them  into  view,  for  the  transportation 
facilities  should  keep  pace  with  this  growth  of  popula- 
tion, and  must,  if  we  are  to  progress  as  a  nation  as 
rapidly  as  we  should. 

President  McCrea  testified  (docket  3400,  pp.  2073- 
74): 
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"Wliat  this  country  needs,  and  what  has  done  so  much  to 
develop  the  country  lias  been  the  transportation  that  has  been 
given  it.  At  this  present  time,  I  feel  that  that  improve- 
ment— additional  facilities,  if  you  may  choose  to  so  put  it — 
in  all  branches  of  the  service  and  all  kinds  of  expenditure,  is 
very  badly  needed. 

"When  the  Commission,  as  you  put  it  to  me,  ask  what 
ought  to  govern  them  in  deciding  as  to  the  general  scheme 
of  rates,  /  think  that  they  must  be  governed  by  the  knowl- 
edge of  the  needs  of  the  country  as  a  whole  and  by  the  con- 
ditions under  which  those  needs  can  be  supplied;  and  that 
which  governs  the  supply  of  those  things  is  the  return  that 
comes  to  the  investor  who  is  supplying  the  money  to  do  it. 

''Any  broad  scheme  of  rates  that  does  not  do  that,  treating 
the  countr>^  as  a  broad  proposition,  treating  the  railroads  as  a 
broad  proposition, i^;?//  of  course  fall  short  of  what  the  country 
absolutely  requires/* 

President  Ripley,  in  the  Western  hearing,  asserted 
in  his  evidence  (docket  3500,  p.  84)  : 

'There  is  no  railroad  in  this  Western  country — I  will  not 
say  that — there  is  hardly  any  railroad  in  this  country  today 
that  is  built  as  it  ought  to  be  built,  that  has  the  safety  appli- 
ances that  it  ought  to  have,  or  that  is  in  the  condition  that  the 
public  interests  require.  I  think  all  my  railroad  friends  will 
bear  me  out  in  making  that  statement.  Of  course  we  do  not 
like  to  depreciate  our  own  property,  but  the  best  railroads  in 
this  country  West  of  the  Alleghany  Mountains  are  very,  very 
far  short  of  what  they  ought  to  be  to  give  the  service  that  the 
public  requires  and  has  the  right  to  demand— <iv  would  have 
the  right  to  demand  if  they  paid  for  it." 

He  also  declared  (docket  3500,  p.  90) : 

''There  is  danger  of  obsolescence  in  everything  we  own. 
We  do  not  know  when  we  will  have  to  throw  away  our  loco- 
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motives;  something  may  be  discovered,  electrical  or  other- 
wise, which  will  make  them  obsolete.  *  *  *  The  rail- 
road of  fifty  years  ago  would  not  carry  anything  now,  and 
the  railroad  of  fifty  years  ago  would  not  be  considered  even 
equal  to  a  contractor's  plan  for  building  a  railroad.  They 
have  been  in  constant  course  of  rebuilding  ever  since,  ana 
that  has  been  going  on  indefinitely." 

And  again  (p.  72) : 

''There  is  no  railroad  in  this  western  territory  which  has 
not  substantially  arrived  now  at  the  point  where  all  its  origi- 
nal facilities  which  have  not  already  been  replaced  must  be  re- 
placed. Practically  all  the  railroads  in  this  western  country 
have  been  partially  rebuilt,  or  will  have  to  be  almost  imme- 
diately partially  rebuilt.  Many  of  them  have  been  almost 
wholly  rebuilt,  and  yet  there  are  a  thousand  and  one  things 
that  are  almost  obselete  which  have  got  to  be  renewed.  We 
have  very  large  matters  of  that  kind  staring  us  in  the  face 
now." 


.Speaking  further  of  obsolescence.  President  Ripley 
testified  (docket  3500,  p.  71) : 

"A  railroad  company  certainly  should  be  sufficiently 
strong  financially  to  take  care  of  it,  either  by  improvement, 
eitlier  by  a  stated  charge  to  depreciation,  or  by  improvements 
made  out  of  earnings  which  would  offset  any  depreciation 
that  there  may  be.  For  instance,  a  station  which  is  entirely 
adequate  for  today,  or  was  entirely  adequate  when  it  was 
built  fifteen  years  ago,  becomes  inadequate,  and  it  has  to  be 
torn  down  and  cast  away  and  replaced  with  another  buila- 
inc:.  I  have  already  said  that  I  think  these  things  should  be 
largely,  if  not  entirely,  made  out  of  earniuRS,  and  that  pro- 
vides in  a  way  for  obsolescence  or  depreciation." 
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Of  another  phase  of  additions  and  betterments,  Pres- 
ident Willard  declared  (docket  3400,  p.  2173) : 

"I  think  it  is  only  fair  that  any  addition  to  the  property 
that  adds  to  its  earning  capacity,  adds  to  its  net  income, 
should  stand  on  its  own  bottom  and  should  not  be  charged 
on  the  business  or  the  capital  already  invested.  I  think  it  is 
entirely  proper,  too,  and  right,  that  additional  securities 
should  be  issued  to  pay  for  that.  But  there  is  a  large  class 
of  work  to  be  done  on  the  railroad,  such  as  the  elimination 
of  grade  crossings,  railroad  crossings,  and  innumerable  mat- 
ters of  that  kind  that  we  all  know  of  and  that  I  could  not 
enumerate,  that  are  constantly  going  on  and  cannot  now  be 
included  in  operating  expenses,  and  properly  so,  no  doubt 
They  must  be  paid  for,  they  may  be  paid  for  out  of  the  in- 
come, and  they  have  to  be  capitalized — at  least,  they  have 
to  be  shown  as  money  expended,  and  that  money  so  expended 
is  shown  in  the  capital  cost  of  the  road/' 


The  Surplus  Problem. 

The  proper  distribution  of  such  expenses  brings  us 
squarely  face  to  face  with  the  question  of  surplus.  On 
this  point  President  Ripley  testified  (docket  3500,  p. 
69): 

"T/ie  question  of  the  proper  distribution  between  capital 
and  earnings  is  one  that  can  be  argued  on  both  sides,  and 
argued  almost  indefinitely,  but  it  is  my  belief  that  the  pres- 
ent generation  should  join  in  the  expense  of  those  matters — 
that  the  railroads  should  be  allowed  to  pay  for  them  out  of 
earnings  in  order  that  the  entire  burden  may  not  be  settled 
<  I  posterity/' 

And  he  gave  this  forceful  illustration: 
*'When  a  municipality  builds  a  water  Avorks,  or  issues 
I  ouds  for  the  improvement  of  its  streets,  it  begins  at  once 
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to  apply  a  certain  amount  of  the  taxes  to  the  extinction  of 
those  bonds.  The  railroad  companies  should  be  permitted 
to  do  the  same  thing.  A  portion  of  the  income  derived  by 
these  municipalities  from  taxes  is  immediately  set  aside  as  a 
sinking  fund  to  extinguish  that  debt.  Unless  the  railroad 
company  is  permitted  to  earn  sufficient  margin  over  and  above 
its  dividend  requirements — assuming  always  that  its  dividend 
requirements  are  reasonable — it  not  only  loses  its  credit,  but 
it  is  also  unable  to  meet  the  class  of  expenditures  that  I  have 
been  discussing  without  the  sale  of  additional  bonds,  the 
placing  of  additional  mortgages  on  its  property,  and  the  con- 
sequent transferring  of  a  certain  burden  upon  posterity 
which  ousht  to  be  borne  by  the  present  generation.  That  is 
what  has  been  done  in  England.  The  policy  of  paying 
everything  out  of  its  dividends,  putting  nothing  back  into 
the  property  out  of  earnings,  has  been  pursued  to  an  extent 
there  that  has  made  the  capitalization  of  those  railroads  so 
large  that  it  is  almost  impossible  for  them  to  earn  anything 
on  it." 

President  Willard  asserted  (docket  3400,  p.  2181): 

''When  new  capital  is  issued  by  the  railroad,  it  ought  to  be 
because  of  expenditures  which  will  take  care  of  that  particu- 
lar capital.  Otherwise,  the  issuance  of  such  capital  becomes 
a  burden  on  that  already  existing,  and  you  cannot  put  ad- 
ditional burdens  on  the  securities  already  issued  without  de- 
stroj^ng  to  that  extent  your  credit.  Conservative  manage- 
ment means  the  holding  up  of  credit." 

President  Ripley  declared  in  his  evidence  (docket 
3500,  p.  93) : 

"It  has  frequently  been  stated  that  it  has  been  the  policy 
of  the  Pennsylvania  Railroad  to  put  one  dollar  into  the  prop- 
erty for  every  dollar  of  dividends  paid,  and  I  think  that  is  a 
verj^  modest  and  very  excellent  plan." 
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And  President  Willard,  in  speaking  of  the  policy 
which  has  been  pursued  on  the  Baltimore  and  Ohio  of 
expending  upon  the  property  50  cents  for  every  dollar 
paid  in  dividends,  declared  (docket  3400,  p.  2168) : 

"A  more  liberal  policy  on  the  Pennsylvania  Railroad  has 
made  that  what  it  is.  So  I  think  what  we  have  done  is  the 
very  minimum  we  can  do  if  we  are  to  maintain  the  property 
and  maintain  dividend  payments,  and  it  is  certainly  most 
essential  that  we  should,  if  we  are  to  raise  money  on  proper 
returns  in  the  future." 

President  McCrea  himself  did  not  hesitate  to  assert 
(docket  3400,  p.  2134) : 

*'Th€re  is  not  another  road  in  the  world  that  has  as  good 
physical  condition  as  the  Pennsylvania  Railroad/* 


Such  testimony  but  accords  with  the  known  fact  that 
the  name  ** Pennsylvania''  is  synonymous  in  every 
civilized  land,  with  railroad  management,  operation, 
and  financing  of  the  highest  standard,  and  while  con- 
sidering this  serious  question  of  the  surplus,  it  is  ivell 
for  us  to  hear  the  evidence  of  the  president  of  the 
Pennsylvania  concerning  the  policy  which  has  made 
that  road  what  it  is,  and  to  consider  whether  it  would 
not  have  been  better  for  the  country  if  similar  methods 
had  been  pursued  upon  every  road  in  our  land, — 
and  if  so  in  the  past,  why  not  in  the  future,  for  our 
country  is  yet  very  young  I  We  have  fortunately  in 
this  record  the  benefit  of  the  testimony  of  the  highest 
official  of  the  Pennsylvania  system.  President  McCrea. 
He  testified,  referring  to  the  Pennsylvania  (docket 
3400,  p.  1954) : 
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"Its  ability  to  sell  its  stock  and  bonds  has  been  due  to  the 
fact  that  it  has  not  merely  paid  dividends  of  6  per  cent  or  7 
per  cent,  chiefly  the  former,  but  that  it  has  been  able  to  show 
at  the  end  of  the  year  large  surplus  earnings  which  it  has  put 
back  into  the  property.  When  investors  have  been  asked  to 
purchase  its  stock  or  bonds,  the  company  has  been  able  to 
show  that  it  was  then  in  receipt  of  enough  income  to  enable 
it  to  make  a  fair  return  on  the  securities  that  it  proposed  to 
issue,  even  if  the  proceeds  of  these  securities  could  not  be  so 
invested  as  to  enable  the  company  to  derive  an  immediate 
return  thereon.  In  other  words,  the  existence  of  the  surplus 
earnings  established  a  credit  which  enabled  the  company  to 
secure  the  additional  funds  necessary  to  make  improvements 
or  additions  as  these  became  necessary." 

He  had  previously  briefly  explained  the  Pennsyl- 
vania surplus  system,  testifying  (docket  3400,  p. 
1950) ; 

'The  Pennsylvania  Railroad  Company  has  for  many  years 
past,  as  a  result  of  its  operations,  realized  a  substantial  sur- 
plus in  each  year  over  and  above  the  amount  required  to 
enable  it  to  meet  its  interest  charges  and  pay  moderate  divi- 
dends on  its  stock  to  its  stockholders.  This  surplus  has 
varied  in  amount  from  year  to  year.  For  the  last  ten  years 
the  average  has  been  about  $12,000,000  a  year,  practically 
all  of  which  has  been  expended  on  the  property  for  the  pur- 
pose of  enabling  the  company  to  conduct  its  operations  more 
safely,  more  efficiently,  and  more  cheaply." 

He  also  testified  (docket  3400,  pp.  1951-52) : 

^^Had  these  earnings  not  been  available,  and  had  they  not 
expanded  for  the  purposes  indicated,  the  Pennsylvania  Rail- 
road would  today  be  a  very  different  railroad  and  would 
have  been  wholly  unable  to  render  the  service  to  the  public 
which  it  is  today  rendering.  The  accumulation  of  these 
4— K 
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surplus  earnings  which  have  been  thus  expended  has  only 
been  possible  because  the  rates  of  freight  in  force  since  the 
passage  of  the  Interstate  Commerce  Act  have  been  sufficient 
to  realize  for  the  company  amounts  in  excess  of  its  expenses, 
taxes,  interest,  and  dividends." 

This  last  sentence  is  the  key  to  the  success  of  the 
Pennsylvania  Eailroad  system,  and  it  is  suggested 
should  be  kept  ever  in  mind  by  the  members  of  the 
Interstate  Commerce  Commission  to  be  used  for  the 
guidance  of  the  other  roads  of  the  country  until  in  the 
interests  of  the  public  they  have  been  brought  to  the 
Pennsylvania  standard  of  efficiency  and  safety. 

This  is  no  vague  theory  based  on  stock  jobbing  quo- 
tations; it  is  no  ** dream  of  a.  dreamer,  who  dreamed 
that  he  dreamed. ' '  It  is  sworn  evidence  of  facts  which 
portray  the  real  scientific  management,  the  best  the 
railroad  world  has  ever  known. 

There  are  problems,  grave  and  difficult,  yet  un- 
solved  in  the  railroad  situation,  some  of  which  this 
Commission  may  in  tune  succeed  in  settling  or  in  aid- 
ing satisfactorily  to  adjust,  such  as : 

(i)    Uniform  classification; 

{2)  A  generally  accepted  standard  for  the  determination 
of  the  reasonableness  of  a  rate; 

(S)   The  exact  proportion  of  earnings,  over  and  above 
fixed  charges,  cost  of  operation  and  reasonable  dividends 
which  should,  in  the  interests  of  the  nation's  continued  and 
consistent  growth  in  transportation  facilities,  be  carried  into 
surplus  for  the  development  of  the  property; 

U)  The  proportion  of  this  which  should  be  capitalized 
and  under  what  circumstances; 

(S)  The  just  and  reasonable  rate  of  return  on  capital  m- 
vestment  and  method  for  its  computation; 


PROBLEMS  OF  FUTURE. 


27 


(6)  A  system  of  consolidation  which  will  preserve  the 
benefits  of  private  ownership  and,  in  the  interest  of  good 
service  to  the  public,  at  reasonable  cost,  prevent  unduly  large 
revenues  upon  the  part  of  carriers  particularly  favorably 
located,  and  poverty  on  the  part  of  others  serving  equally 
important  sections  of  the  community;  etc.,  etc.,  etc. 

With  these  difficult  problems  and  many  others  the 
situation  is  teeming.  They  will  not  all  be  settled  in  a 
year,  a  decade,  or  a  generation,  and  perhaps  not  one 
for  many  years,  and  doubtless  some  never  finally  as 
the  evolution  of  our  world,  our  peoples,  their  civiliza- 
tion and  their  needs,  will  ever  demand  constant  read- 
justment thru  the  cycles  of  the  centuries. 

It  is  suggested  that  the  errors  of  judgment  of  some 
of  the  complainants  lie  in  the  fact  that  they  believe  the 
big  and  difficult  problems  of  the  railway  situation  in 
this  country,  and  some  of  which  have  been  statbd 
above,  are  capable  of  immediate  arbitrary  settlement 
by  some  rule  of  thumb.  This  fundamental  error  is 
the  trail  of  the  dead  herring  thru  their  case. 

Then  there  are  many  people  who  have  been  misled 
by  a  superficial  reading  of  the  decisions  of  the  courts 
into  jumping  to  the  conclusion  that  the  legal  rate  of 
interest  is  the  limit  of  reasonable  maximum  return 
placed  by  the  courts  upon  capital  invested  in  public 
service  corporations,  wholly  overlooking  the  point  that 
no  court  of  appellate  jurisdiction  has  ever  so  held, 
and  that  the  expressions  concerning  6  per  cent  and 
other  similar  percentages  have  arisen  in  cases  where 
the  issue  was  the  constitutional  one,  whether  the  in- 
vestor was  being  deprived  of  his  property  or  its  proper 
use  without  due  process  of  law.  This  error  has  been 
responsible  for  much  of  the  confusion  in  this  railway 
surplus  earnings  problem. 

We  now  turn  to  the  second  proposition: 
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II. 

Under  the  law  as  enacted  by  Congress  the  responsi- 
bUity  for  the  future  credit  of  American  railways  rests 
upon  the  Interstate  Commerce  Commission,  and  this 
credit  cannot  be  maintained  unless  the  Commission 
authorizes  a  substantial  increase  in  revenue. 

We  are  living  so  close  to  the  revolution  that  has  been 
brought  about  by  the  recent  legislation  of  Congress 
that  it  is  difScult  to  see  it  in  adequate  perspective 
difficult  fully  to  realize  the  true  situation,  so  difficult 
indeed  that  at  first  blush  the  proposition  that  the  credit 
of  American  railways  rests  upon  the  Commission 
seems  startling.  Yet  President  Taft  has  not  hesitated 
to  say  that  the  Commission  "have  in  their  hands  for 
the  weal  or  woe  of  general  business  a  power  that  some- 
times makes  one  tremble." 

When  the  situation  is  analyzed  it  cannot  be  logically 
disputed,  but  that  this  Commission,   "the  Supreme 
Court  of  the  Railroads,"  as  it  has  recently  been  called 
has  been  given  the  power  of  maintaining  or  destroying 
the  credit  of  the  American  railway  systen,  which  has 
already  been  seriously  impaired  as  a  result  of  the  agi- 
tation and  other  causes  operating  through  recent  years, 
tor  it  IS  a  truism  that  he  who  is  possessed  of  power  is 
responsible  for  its  exercise.    Just  as  the  courts  of  the 
United  States  are  responsible  for  the  maintenance  of 
the  due  and  proper  administration  of  justice  and  of  a 
republican  form  of  government,  so  is  this  Commission 
weighted  with  the  grave  responsibility  of  maintaining 


A  OABDINAL   PBINCIPLE. 


29 


the  development  of  the  American  railway  system, 
which  cannot  continue  properly  to  develop  if  the  rates 
which  this  Commission  decides  the  carriers  may 
charge  are  inadequate  **to  invite  the  flow  of  capital 
necessary  to  enable  railway  development  to  keep  pace 
with  the  growth  of  the  country/* 

Judge  Knapp's  Dictum. 

Chairman  Knapp  clearly  saw  that  this  was  the  crux 
of  the  situation  when,  in  1908,  in  combating  some  of  the 
wild  theories  then  in  vogue,  he  said : 

"Whatever  may  be  our  national  or  state  policy  in  other 
respects,  whatever  regulations  may  be  prescribed  or  obliga- 
tions imposed,  there  must  be  the  opportunity  to  charge  rates 
which  will  give  sufficient  earnings  to  make  the  business 
fairly  profitable  and  to  attract  the  needful  capital  for  its 
ample   extension/' 

In  the  presidents  of  the  great  systems,  who  testified 
in-the  Eastern  and  Western  hearings,  the  Commission 
had  before  it  four  of  the  ablest  railroad  experts  in  the 
world,  and  who  placed  at  the  service  of  the  Commis- 
sion their  unequaled  judgment  and  experience  and 
with  the  utmost  candor  on  oath  declared  the  relentless 
facts  as  to  the  waning  credit  of  the  American  railway 
system,  and  the  future  of  which  now  depends  upon  the 
course  of  this  Commission.  Said  President  McCrea, 
after  explaining  in  detail  the  inability  to  market  rail- 
way bonds  at  a  reasonable  rate  of  interest  (docket 
3400,  p.  2111) : 

"Today,  in  view  of  the  various  uncertainties  that  are  sur- 
rounding the  country,  through  decisions  of  the  Supremo 
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Court  and  interpretations  of  the  Interstate  Commerce  Law 
and  a  number  of  other  things  going  on,  there  i.  a  large 
™nt  of  uncertainty  in  which  everybody  is  about  marking 

President  Willard  declared  (docket  3400,  p.  2207) : 

"Unfortunately,  1  am  unable  to  Bee  any  way  in  which  we 
can  inaintam  the  policy  that  we  have  been  n.aintaining,  and 
which,  in  my  opinion,  ought  to  be  maintained,  unle^  this 
increase  of  rates  is  granted.  That  is  the  conclusion  I  am 
forced  to  reach." 

He  also  asserted  (pp.  2159-60) : 

"One  more  thing  I  would  like,  to  say,  with  all  respect  to 
the  Coinmission-certainly  with  no  desire  to  be  in  any  sense 
other  than  that^that  /  believe  in  railroad  matters  today 
there  is  not  any  single  element  that  is  having  such  an  effect 
upon  railroad  credit  or  upon  the  feeling  of  railroad  mana- 
gers  as  the  effect  that  this  decision  may  possibly  have." 

oo^^  President  Brown  declared    (docket  3400,   p 
Zobl) :  ^ 

'^But  with  respect  to  the  capital  remaining  to  be  secured 
for  these  improvements,  /  can  confidently  say  that  the  abil- 
ity of  the  railroads  to  obtain  it  depends  upon  the  ability  of 
the  companies  to  secure  increases  in  revenue  through  in- 
creased freight  rat^s,  commensurate  with  the  recent  in- 
creases  in  expenses." 

Mr.  Commissioner  Lane  asked  President  McCrea 
this  question  (docket  3400,  p.  2112) : 

"Let  me  put  it  this  way :  Suppose  these  questions  of  de- 
cisions and  interpretations  of  law  were  out  of  the  way,  would 
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you  not  have,  in  your  judgment,  a  much  better  market  for 
your  good  securities  within  a  reasonable  time?'' 

And  the  following  colloquy  ensued : 

"Mr.  McCrea:  Either  much  better  or  much  worse,  sir. 
''Commissioner  Lane:  Depending  on  the  decisions? 
"Mr.  McCrea:  Depending  on  the  decisions." 


The  Bond  Situation. 

Questions  were  repeatedly  asked  the  presidents  by 
members  of  the  Commission.  The  following  from  the 
record  (docket  3400,  pp.  2107-2111)  is  particularly 
illuminating  of  the  situation,  with  its  rapid  fire  of  in- 
terrogatories from  both  Mr.  Commissioner  Lane  and 
Mr.  Commissioner  Prouty : 

''Commissioner  Lane:  Let  me  interrupt  there  to  ask  this 
question:  What  reason  have  you  to  give  showing  that  rail- 
road securities  at  the  present  time  and  under  existing  rates 
are  not  attractive  to  investors? 

"Mr.  McCrea:  Only  our  own  experience  and  my  obser- 
vation of  what  it  has  been  with  other  roads.  For  perhaps 
the  last  twelve  or  fifteen  months,  I  should  say,  there  has 
been  absolutely  no  bond  market  of  any  kind. 

"Commissioner  Lane:  That  is  to  say,  you  could  not  sell 
bonds? 

"Mr.  McCrea  :  Could  not  sell  bonds ;  there  was  absolutely 
no  market  whatever. 

"Commissioner  Lane:  What  efforts  have  been  made  to 
sell  bonds  for  fairly  capitalized  roads,  that  have  failed? 

"Mr.  McCrea:  I  can  only  answer  so  far  as  we  are  con- 
cerned. We  have  gone  to  consult  bankers  about  raising 
money  on  some  of  the  branches,  and  we  have  had  these 
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lime  I  went  to  oke  onhL  ul  ?  "'^'^'^-  ^l^e  last 
millions,  if  I  re'lle  /'Higi:  o'/ VaVr'^'^  "'^^-"«" 
are  really  gilt-edged  bonds  afdth!  ?,".  '^  ^''°'^^'  ^^^^^^^ 
afterwards,  that  fhey  still  k!d«  Mr  "^  ™'  *^"'  *«°  <^«y« 
of  these  bonds  in  LU  s^e  °°  "^^  "  "^"^^  -^""^^^ 

''Commissioner  Prouty-  wko*  •    xi_ 

"Mr.  McCrka:  4  per  c^nt  '  ''''  °^  '"*^^««*- 

cent'Ssf""  ''''°^^"-  «"PP-  'l^ey  had  been  5  per 

.ot^'l^Slle'erbuTtia::' ^r**'^  ^^''"'^'  ''^  --, 
rate  of  interest.  That  wo^ M  .  '°^'  ^°"'^  '^  *««  '"^^  „ 
«tock;  when  it  came  to  Th^.  7  ^  ''  '^'  ''''  ""  ""^ 
the  dividends  t^a"  would  I  *'''  ■'*''^''  "  ^'""l^'  ^-^^ 

would  be  nece^^  Z^e  1^^^  "k-'^  '«'-"'  *''«' 
two  go  hand  in  hand  "'"^  '"«''  P''"'''    I'^c 

e^t^ST'dTSit'^l- JJ^^i^        7'  ^  ^ow  rate  of  inter- 
rate  of  interest—-  "^  '^''''^^"^'  ''"  '''^^  and  a  high 

abl7bL'l^''r"eloJ:Ltio':b-"'f°"^  ^'^^y  ""^"-«- 
-11  3  per  cent  Lntit  "  ;Lp/int'-  ""''^-  '^  '  ''"" 
these  figures  being  only  comp'a  at  J  I  rZuT  ^'"'''~ 
bonds  or  31/,  per  cent  bonds^I  do  not  wan  i  K  '''  ''"' 
•lown  to  a  particular  illustrative  fi^re "ueh  '"  1 1  •'•""'' 
perhaps  then  it  would  mean  6  per  cint  V  u  ^''"«- 
5  per  cent  bonds,  to  sell  an/sLr  H  tou    Cn  t  toT' 

oern?dX~  ^h^rgedt  [resl-'^^-''-^  '''  ^^  ^^  -- 

a  railroad  largely  bonTd'  with  Vt^i^r  oft' r?-^ 

m"m'^"*""*  than  a  large  Issue  of  1 1-f  '""'"  ""  *" 

Mr.  McCrea:  I  am  not  sure  about  that     TfJ,;  i  ,k  .  • 

pretty  poor-that  is  not  good  financiiXauir'ire.: 
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on  your  bonds  is  an  absolute  fixed  charge,  and  if  you  fail, 
through  some  radical  disturbances  which  happen  every  now 
and  then,  to  be  able  to  meet  your  interest  everything  is  sub- 
ject to  the  lien  of  that  bond,  and  your  stock  may  be  wiped 
out;  whereas,  if  you  have  a  large  amount  of  stock  and  a 
small  amount  of  bonds,  and  your  recuperative  power  is  good, 
you  may  not  be  in  danger — if  every  year  or  two  years  you 
are  to  forego  paying  any  dividends.  Your  recuperative 
power  is  tremendous  under  those  circumstances. 

''Commissioner  Lane:  You  have  a  greater  leeway? 

"Mr.  McCrea:  Yes,  you  have  a  greater  leeway.  I  think 
a  great  many  States  will  not  allow  you  to  issue  bonds  in  ex- 
cess of  50  per  cent  of  your  stock. 

''Commissioner  Lane:  To  pursue  my  original  question 
just  a  little  bit  further.  I  have  understood  that  there  was  a 
very  large  issue  of  stock  and  bonds  made  by  the  railroads 
in  this  country  during  the  last  two  years,  and  a  very  con- 
siderable amount  during  the  last  three  years.  You  bring 
fonvard  the  proposition  that  it  is  necessary  to  increase  rat^ 
so  as  to  more  firmly  estabhsh  credit  and  enable  you  to  get 
the  money  with  which  you  can  build  facilities  necessary  for 
the  carrying  on  of  the  transportation  necessities  of  the  coun- 
try. Is  it  a  fact  that  any  first-class  security,  at  a  reasonable 
rate  of  interest,  has  gone  begging  and  that  there  is  no  market 
in  the  United  States  or  in  Europe  for  a  good  bond  of  a  good 
railroad  at  a  reasonable  rate? 

"Mr.  McCrea:  Of  course,  market  conditions  vary  from 
time  to  time,  but  I  should  say  that  there  has  been  no  time 
since  the  financial  difficulties  in  1908  when  there  has  been 
a  good  bond  market  or  a  good  stock  market. 

"Commissioner  Lane  :  You  mean  as  an  investing  market, 
not  as  a  speculative  market? 

"Mr.  McCrea:  Oh,  yes.  We  are  talking  of  purely  an 
investing  market;  that  is,  where  each  railroad  company  has 
its  own  stock  to  sell  for  the  purpose  of  raising  money  to  do 
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certain  things.    I  do  not  mean  the  speculative  side  of  it  at 

"mtMer^T''  ''^''-'^^-  ^^  -^^  ^^-^- 

hJZi!Tl"l"""'''r''''^  ""'  ''«**^^  '"-t-t^d  than 

of  $17  000  nOft  nf  ;.„  f  """tiy  ana  in  Jiurope  an  issue 

"Thl  1       u     ^  ^  ^''"'"  P**"  '^^"t  debentures. 
The  low  bonded  indebtedness  of  the  Michigan  Central 

^iy^:z:^^'r  °'  '"^  ^™^  shouid\ave .;  d 
i^poiexr  x-  zxtinltp^n: 
Trr  s  Sttdth^  rr^  ^^^^^^  -^^  ^^-^ 

Obtain  was^on^leirrde^^rortS  eit^  V 

ot^msoii'o '''  -^^""^  '^^^  invoiv:rrr:nnt^o 

eorf;rctrde;^:The"o:i^^^^^^^^^^^^ 

nis  snows  that  it  will  be  necessary  to  pay  approximafplv 

tLrtharth"'  '""^  f ''- '''''  ^«  oruoh  n  t: 

nnffi  r  ^*°^^^  condition  will  continue  to  exist 

ar;nfr:rr:a;L?  ''-''^-  -° '-  ^--^  *^-" 

^^President  Willard  declared  (docket  3400,  pp.  2160- 
"I  happened  to  be  in  Berlin  anrl  in  t^  ^ 
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was  what  would  be  the  outcome  of  the  new  condition  of 
affairs.  *  *  *  This  thought  was  all  the  time  evident: 
that  that  was  a  matter  that  was  in  their  minds,  and  until 
that  was  disposed  of  in  some  manner  things  waited.  There 
is  a  feeling  of  hesitancy,  and  that  feeling  today  dominates 
the  railroad  situation." 


Facts  versus  Theories. 

These  are  sworn  facts,  actual  illustrations  of  the 
condition  existing.    How  are  they  met  by  those  ship- 
pers who  have  seen  fit  to  be  represented  in  this  hear- 
ing?    Not  by  concrete  facts,  not  by  the  offer  of  some 
syndicate  to  take  bonds  at  a  reasonable  figure,  but  by 
a  mass  of  theorizing,  by  reams  of  theoretical  figures 
and  a  volume  of  stock  market  quotations,  to  prove  that 
the  credit  of  the  railways  was  never  better  than  today. 
One  pet  theory  is  that  the  credit  of  most  of  the  Amer- 
ican railways  is  relatively  better  than  of  the  District 
of  Columbia  and  Commonwealth  of  Massachusetts,  and 
the  argument  is  advanced  that  the  increase  in  the  rate 
of  return  upon  railroad  bonds  demanded  by  the  in- 
vesting public  is  not  so  great  relatively  as  the  percent- 
age of  increase  in  the  matter  of  District  of  Columbia 
and  Massachusetts  bonds.    We  have  no  evidence  be- 
fore us  of  the  condition  surrounding  the  issuance  of 
the  District  of  Columbia  and  Massachusetts  bonds,  and 
it  is,  in  consequence,  impossible  to  make  a  comparative 
study  of  those  bonds  with  the  bonds  of  the  carriers; 
but  we  are  indebted  to  our  opponents  for  bringing  out 
very  clearly  and  forcibly,  for  it  is  the  major  premise  in 
this  theoretical  argument  of  theirs,  the  fact  that  there 
has  been  a  large  increase  in  the  **  basic  rate  of  re- 
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turn     demanded  by  the  investing  public  on  raUroad 
bonds ;  indeed,  an  increase  of  about  10  per  cent  on 
bonds    of    the    New    York    Central    and    Pennsyl- 
vania   from  1904  to   1910  inclusive.     (See  on   this 
point  table  No.  19  in  the  brief  for  the  counsel  for 
i-  t.  L.)     If  this  be  true,  it  furnishes  a  most  substan- 
tial argument  for  an  increase  in  rates  commensurate 
u^ith  the  tncr eased  cost  of  capital  to  the  carriers,  and  if 
this  higher  rate  is  necessary  upon  bonds,  it  will  neces- 
sarily be  reflected  in  the  basic  rate  of  return  demanded 
upon  stocks  of  the  corporations  issuing  the  bonds,  for 
the  stockholder  faces  a  much  greater  hazard  than  tho 
bondholder. 

In  so  serious  a  matter  as  the  financing  of  the  trans- 
portation systems  of  this  country,  we  camiot  give 
serious  consideration  to  vague  theories.  We  must 
face  facts  as  they  exist,  and  in  this  record  they  have 
been  fully  presented,  and  with  the  utmost  frankness, 
by  the  presidents  of  four  of  the  greatest  systems  in 
the  country,  men  who  would  probably  have  preferred 
to  remam  silent  had  it  not  been  necessary  to  disclose 
the  true  situation. 

A  most  significant  table  of  depreciation  in  the  value 
ot  railroad  securities  during  the  calendar  year  1910 
the  year  of  revolution  in  the  control  of  rate  making' 
appeared  in  the  issue  of  the  Wall  Street  Journal  of 
January  5,  1911,  showing  in  detail  as  to  fifty  leadin<. 
earners  the  depreciation  as  to  each,  and  which,  on 
hese  fifty  railways  alone,  totals  for  the  calendar  year 
1910  the  enormous  loss  in  market  value  of  $632  2H  000 
or  16.06  per  cent  of  their  total  par  value,  whife  'fiftj^ 
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leading  industrials,  also  tabulated,  show  a  deprecia- 
tion of  but  12.27  per  cent  of  their  aggregate  par  value. 

Can  it  be  doubted,  in  the  face  of  such  facts,  that  it  is 
necessary  for  the  companies  to  maintain  an  adequate 
surplus  in  order  to  maintain  their  credit,  to  take  care 
of  obsolescence,  and  to  keep  pace  with  the  demands  of 
the  public,  not  only  for  increased  but  for  better  trans- 
portation facilities?  President  Ripley  has  said 
(docket  3500,  p.  5,  of  pamphlet  reprint  of  Mr.  Ripley's 
testimony) : 

*'We  should  be  able  to  take  in  more  partners  as  stockhold- 
ers instead  of  taking  in  more  creditors  as  bondholders.  But 
that  has  not  been  always  possible ;  in  fact,  it  is  very  seldom 
possible,  either  with  us  or  with  any  railroad  company." 

And  President  Willard  forcibly  said  (docket  3400, 
p.  2276) : 

1  think  that  the  duty  will  rest  with  the  Commission,  as 

I  view  it,  to  see  that  such  return  is  made  to  the  railroad  as 

-mil  cause  the  public  to  feel  that  our  securities  are  attract- 


ive:' 

How  is  this  to  be  brought  about?  Dare  we,  in  face 
of  the  facts  as  they  exist,  assume  that  the  present  mar- 
ket for  bonds  represents  but  a  temporary  condition, 
and  that  there  is  no  basic,  fundamental  cause  back  of 
it  all  (such  as  higher  money  rates  and  the  causes  back 
of  that),  which  will  make  it  permanent  if  the  situation 
is  not  relieved  by  the  Commission  permitting  adequate 
rates  to  go  into  effect?  Substantially,  this  question 
was  put  to  President  McCrea  by  Mr.  Commissioner 
Lane  when  he  propounded  the  following  interrogatory 
(docket  3400,  p.  2113) : 
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Supposing  that  that  is  so-though  I  am  not  dealing  with 
that  phase  of  the  proposition  at  all,  but  with  other  pta^ 
and  »^pposing  that  U  is  necessary  to  have  an  increa^d  earn- 

urid  iTt?  "'""^v"  "'''5  ^  ''^'  ^''°"'<^  ^^'  -g-»ent  be 
bTfeC/a^'        "  ""^^^  "^'^  "  '^^'^  '"-''^^  "-  - 

President  McCrea  answered  as  follows : 

"Yes,  sir,  I  think  so.     The  railroads  necessarily  live  from 
hand  to  mouUj.     They  cannot  afford  to  discount'^^he  fu  ur 

elusions  of  these  railroad  gentlemen  are  in  error  and  the 
rates  have  gone  too  high,  I  suppose,  under  the  power  that  i^ 

can  afford  to  temponze  in  the  way  of  disc^ounting  a  possible 
uture.     We  have  to  live  from  day  to  day  and  treat  L  con 
ditions  as  they  are  from  time  to  time." 

Again    President  McCrea  said,  discussing  another 

1960-Z        ^^^''  ""^  *^'  '"''^"°°  ^^""'^'^  '^^'  PP- 

"In  my  judgment,  therefore,  it  would  be  wholly  unsafe 
to  assume  that  the  con^pany  will,  as  the  result  of  the  or  J h 
of  Its  business,  be  enabled  to  recoup  itself  for  the  depletion 
m  Its  surplus  revenue  which  is  certain  to  result  from  a  con- 
—.0/  the  present  operating  cost.  Under  these  condi- 
tions, I  feel  that  it  is  essential  in  the  interest  of  the  public 

Ihli     h   Tk'  "  "^"  "  "'  ^^^  ^^•'^^''^  companv 'itself 
that  X  should  be  permitted  to  secure  through  an  advance  in 

rates  the  amount  which  represents  its  additional  outlav  on 

account  of  the  advance  in  wages,  in  order  that  its  surplus 

earnings  m.ay  continue  at  approximately  the  rate  at  which 

they  have  been  running  in  the  past.    It  will  require  the  ex- 
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penditure  of  more  than  these  surplus  earnings  to  enable  the 
company  to  keep  pace  with  the  demands  of  the  public  and 
of  its  shippers,  and  unquestionably  additional  capital  must 
be  secured  in  the  future.  If  we  are  to  obtain  this,  we  must 
not  only  be  in  a  position  to  make  a  fair  return  on  it,  but  we 
must  be  able  to  show  a  margin  of  safety  in  our  earnings." 

President  McCrea  also  called  attention  at  one  point 
in  his  testimony  to  the  method  originally  obtaining  in 
the  financing  of  railroads.  He  said  (docket  3400,  p. 
2121): 

"Even  in  your  days,  you  can  recollect  what  was  true  in 
our  own  territory,  that  you  could  not  get  a  new  railroad 
built  when  you  were  allowed  to  sell  a  bond  of  $1,000  and 
give  a  bonus  of  stock  of  a  thousand  dollars;  you  could  not 
even  sell  tliem  under  those  conditions  unless  the  community 
through  which  they  passed  voted  contributions  of  so  much 
a  mile,  and  a  very  large  part  of  the  railroads  west  of  the 
Ohio  River  were  built  under  those  conditions,  and  those  con- 
editions  governed  within  the  past  25  years.  How  the  devel- 
opment is  going  to  be  done,  where  they  have  not  got  any 
and  where  the  population  has  to  follow  the  development,  I 
do  not  know." 


President  Willard  declared  (docket  3400,  p.  2186) : 

"It  seems  to  me  it  would  be  better  to  face  the  possibilities 
of  excess  earnings  on  the  part  of  some  of  the  railroads — 
which  in  any  event  must  all  be  spent  under  the  general  eye 
of  the  Commission— than  to  face  the  possibility  of  a  deficit, 
which  would  mean  stagnation" 

And  he  also  pointed  out  that  in  the  last  analysis  it 
will  be  mainly  the  public  who  will  suffer  through  a 
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stoppage    of   transportation    developments    resulting 
from  impaired  credit.    He  said  (docket  3400,  p.  2186) : 

''If,  for  any  reason,  it  is  thought  wise  to  depart  from  the 
practice  that  has  obtained  in  the  past  when  estimates  have 
shown  that  because  of  increased  wages  or  other  increased  ex- 
penses it  was  necessary  to  increase  the  income,  and  such 
action  has  been  taken— if  that  practice  is  to  be  departed 
from,  and  the  experiment  is  to  be  tried,  and  that  shows  an 
inability  on  the  part  of  the  company  to  maintain  its  pay- 
ments and  maintain  the  property,  it  seems  to  me  that  in  the 
end  the  people  mill  be  the  ones  that  mil  suffer  more  than  the 
comparatively  few  stockholders,  however  numerous  thev  mav 
actually  be.  The  individual  stockholder  may  be  obliged  to 
accept,  for  a  short  period,  a  reduced .  dividend ;  but  in  the 
meantime  developments  would  stop  because  credit  would  be 
impaired/' 

President  McCrea  pointed  out  that  if  stagnation  re- 
sults, the  railway  does  not  stand  still,  but  drifts  back- 
wards.    He  said  (docket  3400,  p.  2137) : 

''There  is  no  such  thing  as  a  big  railroad  standing  still. 
When  it  does  it  commences  to  drift  backwards  right  away. 
If  this  company  is  expected  to  serve  the  community  and 
keep  up  to  its  present  standard,  you  have  to  go  straight 
ahead  and  continue  to  make  large  expenditures." 

It  is  plain  where  the  responsibility  for  the  future 
exists.  Can  the  carriers  do  more  than  they  have  in  the 
present  proceedings  to  make  the  situation  clear?  Their 
officers  would  fail  in  the  discharge  of  their  duty  if  they 
did  not  bring  home  to  the  Commission  clearly,  forcibly, 
and  plainly  the  Commission's  grave  responsibility,  for 
it  is  not  a  fiction.    It  is  not  a  theory.    It  is  a  plain, 
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solemn  reality,  and  it  has  ngwhere  been  more  clearly 
expressed  than  by  President  WiUard  when  he  declared 
(docket  3400,  pp.  2185-86) : 

"Today  a  new  condition  of  affairs  has  come  about.    The 
credit  of  the  American  railroads  has  been  placed  m  the 
hands  of  this  Commission.     There  has  been  taken  from  the 
hands  of  the  owners  the  responsibility,  the  burden,  of  main- 
taining the  credit  of  the  American  railroads  to  such  an  ex- 
tent that  it  may  [not]  be  possible  for  them  to  obtain  money 
in  the  future  on  terms  such  as  the  people  ought  to  pay.    In 
the  end,  of  course,  the  people  pay  the  rates  that  pay  the  in. 
terest  on  the  bonds.     In  my  opinion,  the  credit  should  b^ 
such  that  the  railroads  can  obtain  money  on  the  most  favor- 
able  basis.     That  should  be  the  measure  of  credit.    They 
should  get  money  on  the  most  favorable  basis,  and  tM 
credit  rests  in  the  hands  of  this  Commission. 

These  solemn  words  but  reflect  the  opinion  of  Presi- 
dent Taft,  when  on  October  1,  1910,  he  asserted  that 
the  Commission  "have  in  their  hands  for  the  weal  or 
woe  of  general  business  a  power  that  sometimes  makes 

one  tremble."  .     m^Q  v>^ 

We  close  with  the  potent  words  spoken  m  1908  by 
President  Judge  Martin  A.  Knapp,  of  the  new  Conrt 
of  Commerce,  then  the  chairman  of  the  Interstate 
Commerce  Commission,  and  uttered  at  a  time  when  the 
sole   responsibility   as   to   the   rate   situation    which 
directly  controls  the  revenues,  had  not  been  placed  by 
Congress   upon   the   Commission   and  when  he  was 
merely    declaring   the    fundamental    principle   which 
ought  to  govern  the  rate  situation : 

"Whatever  mav  be  our  national  or  State  pohcy  in  other 
respects,  whatever  regulations  may  be  prescribed  or  obh- 
ft-K 
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gations  imposed,  there  must  be  the  opportunity  to  charge 
rates  which  will  give  sufficient  earnings  to  make  the  business 
fairly  profitable  and  to  attract  the  needful  capital  for  its 
ample  extension.     ♦     *     * 

"Without  regard  to  the  personnel  of  railroad  officials, 
without  regard  primarily  to  the  interest  of  the  stockholders, 
but  in  the  interest  of  public  welfare  and  national  prosperity, 
we  must  permit  railway  earnings  to  be  adequate  for  railway 
improvement  at  advantage  and  profit." 

The  situation  rests  in  the  hands  of  the  Commission. 

LuciEN  Hugh  Alexander, 

Special  Counsel, 
Silas  H.  Strawn, 

General  Solicitor, 

Of  Counsel. 

January,  1911, 
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